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This 2006 Annual Report to Shareholders consists of (a) the People’s United Financial, Inc. Annual Report
on Form 10-K for the year ended December 31, 2006, as filed with the Securities and Exchange Commission on
April 13, 2007, and (b) an Information Supplement beginning immediately following page F-49 in the
Form 10-K and presenting additional information about People's United Financial which is not contained in the
Form 10-K.







UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT
Pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2006

People’s United Financial, Inc.

{Exact name of registrant as specified in its charter)

001-33326

(Commission File Number)

Delaware 20-8447891
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(Registrant’s telephone number, including erea code)
Securities registered pursuant to Section 12(b) of the Act:
Common Stock, $0.01 par value per share Nasdaq Global Select Market

(Title of each class) (Name of each exchange on which registered)

Securities registered pursuant to Section 12(g) of the Act: None,

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act. Yes [ ] No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d)
ofthe Act. Yes [] No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Yes [] No X

Indicate by check mark if disclosure of delinquent files pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a
non-accelerated filer.

Large accelerated filer [] Accelerated filer [ ] Non-accelerated filer
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act). Yes [] No Xl
THE REGISTRANT MEETS THE CONDITIONS SET FORTH IN GENERAL INSTRUCTION I 1(A)

AND (B) OF FORM 10-K AND IS THEREFORE FILING THIS FORM WITH THE REDUCED
DISCLOSURE FORMAT SET FORTH IN THAT INSTRUCTION.

No shares of the registrant’s common equity were owned by non-affiliates as of June 30, 2006. One hundred
shares of the registrant’s common stock wete outstanding immediately prior to the filing of this Form 10-K, all of
which were owned by People’s Bank.
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Part |

Item 1. Business
General

People’s United Financial, Inc. is a newly-formed Delaware corporation. People’s United Financial, Inc.
was formed for the purpose of effectuating the conversion of People’s Bank and People’s Mutual Holdings from
the mutual holding company structure to the stock holding company structure. In connection with those
transactions, People’s United Financial, Inc. registered shares of its common stock with the Securities and
Exchange Commission and will be seiling shares of its common stock to new stockholders and issuing shares of
its commeon stock to existing stockholders of People’s Bank in exchange for their shares of People’s Bank
common stock. People’s United Financial, Inc. currently does not have significant assets, but as a result of the
conversion and offering, it will become the savings and loan holding company of People’s Bank.

People’s United Financial, Inc. has not engaged in any business to date; accordingly there are no financial
statements for People’s United Financial, Inc. at this time. Upon completion of the conversion, People’s Bank
will be wholly-owned by People’s United Financial, Inc. As a result, the business of People’s United Financial,
Inc. following completion of the conversion will be substantially identical to the business of People’s Bank prior
to the conversion. The following discussion and much of the other information appearing in this Form 10-K
therefore describes the business of People’s Bank for all periods prior to the conversion.

People’s Bank is a federally-chartered stock savings bank headquartered in Bridgeport, Connecticut with
$10.7 billion in total assets as of December 31, 2006, People’s Bank was organized in 1842 as a mutual savings
bank and converted to stock form in 1988. In August 2006, People’s Bank converted from a Connecticut-
chartered stock savings bank to a federully-chartered stock savings bank.

People’s Bank offers a full range of financial services to individual, corporate and municipal customers.
Traditional banking activities are conducted primarily within the state of Connecticut and include extending
secured and unsecured commercial and consumer loans, originating mortgage loans secured by residential and
commercial properties, and accepting consumer, commercial and municipal deposits. In addition to traditional
banking activities, People’s Bank provides specialized services tailored to specific markets including: personal.
institutional and employee benefit trust; cash management; and municipal banking and finance. Through its
subsidiaries, People’s Bank offers: brokerage, financial advisory services, investment management services and
life insurance through People’s Securities. Inc.; equipment financing through People’s Capital and Leasing Corp.
and other insurance services through R.C. Knox and Company, Inc.

This full range of financial services is delivered through a network of 77 traditional branches, 74
supermarket branches, seven limited-service branches, 23 investment and brokerage offices (22 of which are
located within branch offices), five wealth management and trust offices, eight People’s Capital and Leasing
offices, seven commercial banking offices and over 250 ATMs. People’s Bank’s distribution network also
includes fully integrated online banking and investment trading, a 24-hour telephone banking service and
participation in a worldwide ATM network.

People’s Bank’s operations are divided into two primary business segments that represent its core
businesses, Commercial Banking and Consumer Financial Services. Commercial Banking consists principally of
commercial and industrial lending, commercial real estate finance lending and commercial deposit gathering
activities. This segment also includes the equipment financing operations of People’s Capital and Leasing, cash
management, correspondent banking and municipal banking. Consumer Financial Services includes, as its
principal business lines, consumer deposit gathering activities. residential mortgage lending and home equity and
other consumer lending. In addition to trust services. this segment also includes brokerage, financial advisory
services, investment management services and life insurance provided by People’s Securities and other insurance




services provided through R.C. Knox. In addition, Treasury is responsible for managing People’s Bank’s
securities portfolio, short-term investments and wholesale funding activities.

Further discussion of People’s Bank's business and operations appears on pages 20 through 74,

Supervision and Regulation

General

People’s Bank has been a federally chartered savings bank since August 18, 2006 when it converted from a
Connecticut chartered savings bank. Its deposit accounts are insured up to applicable limits by the Federal
Deposit Insurance Corporation under the Deposit Insurance Fund. Under its charter, People’s Bank is subject to
extensive regulation, examination and supervision by the Office of Thrift Supervision as its chartering agency,
and by the Federal Deposit Insurance Corporation as the deposit insurer. Following completion of the conversion,
People’s United Financial, Inc. will be a unitary savings and loan holding company regulated, examined and
supervised by the Office of Thrift Supervision. Both People’s United Financial, Inc. and People’s Bank must file
reports with the Office of Thrift Supervision concerning its activities and financial condition, and must obtain
regulatory approval from the Office of Thrift Supervision prior to entering into ceriain transactions, such as
mergers with, or acquisitions of, other depository institutions. The Office of Thrift Supervision will conduct
periodic examinations to assess People’s United Financial, Inc.’s and People’s Bank’s compliance with various
regulatory requirements. The Office of Thrift Supervision has primary enforcement responsibility over federally
chartered savings banks and savings and loan holding companies and has substantial discretion to impose
enforcement action on a savings bank or holding company that fails to comply with applicable regulatory
requirements, particularly with respect to capital requirements imposed on savings banks. In addition, the Federal
Deposit Insurance Corporation has the authority to recommend to the Director of the Office of Thrift Supervision
that enforcement action be taken with respect to a particular federally chartered savings bank and, if action is not
taken by the Director, the Federal Deposit Insurance Corporation has authority to take such action under certain
circumstances.

This regulation and supervision establishes a comprehensive framework of activities in which a federal
savings bank can engage and is intended primarily for the protection of the Deposit Insurance Fund and
depositors. The regulatory structure also gives the regulatory authorities extensive discretion in connection with
their supervisory and enforcement activities and examination policies, including policies with respect to the
classification of assets and the establishment of adequate loan loss reserves for regulatory purposes. Any change
in such laws and regulations or interpretations thereof, whether by the Office of Thrift Supervision, the Federal
Deposit Insurance Corporation or through legislation, could have a material adverse impact on People’s Bank
and its operations and stockholders.

Federally Chartered Savings Bank Regulation

Activify Powers. People’s Bank derives its lending, investment and other activity powers primarily from the
Home Owners’ Loan Act, as amended, and the regulations of the Office of Thrift Supervision thereunder. Under
these laws and regulations, federal savings banks, including People’s Bank, generally may invest in:

+ real estate mortgages,

« consumer and commercial loans;

« certain types of debt securities; and
+ certain other assets.

People’s Bank may also establish service corporations that may, subject to applicable limitations, engage in
activities not otherwise permissible for People’s Bank, including certain real estate equity investments and
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securities and insurance brokerage activities. People’s Bank’s investment powers are subject to various
limitations, including (1) a prohibition against the acquisition of any corporate debt security that is not rated in
one of the four highest rating categories; (2) a limit of 400% of a savings bank’s capital on the aggregate amount
of loans secured by non-residential real estate property; (3) a limit of 20% of a savings bank’s assets on
commercial loans, with the amount of commercial loans in excess of 109 of assets being limited to small
business loans; (4) a limit of 35% of a savings bank’s assets on the aggregate amount of consumer loans and
acquisitions of certain debt securities, with amounts in excess of 30% of assets being limited to loans made
directly 1o the original obligor and where no third-party finder or referral fees were paid; (5) a limit of 5% of
assets on non-conforming loans (residential and farm loans in excess of the specific limitations of the Home
Owners’ Loan Act); and (6) a limit of the greater of 5% of assets or a savings bank’s capital on certain
construction loans made for the purpose of financing what is or is expected to become residential property. The
Office of Thrift Supervision granted People’s Bank a phase-in period of three years from the date of its
conversion to a federal savings bank, August 18, 2006, to comply with the Home Owners’ Loan Act’s
commercial loan limits, with the ability to seek an additional one-year extension if necessary.

Capital Requirements. The Office of Thrift Supervision capital regulations require federally chartered
savings banks to meet three minimum capital ratios:

 Tangible Capital Ratio - A 1.5% tangible capital ratio, calculated as tangible capital to adjusted total
assets.

s Leverage (Core) Capital Ratio - A 4% leverage (core) capital ratio, calculated as core capital to
adjusted total assets. The minimum leverage (core) capital ratio is reduced to 3% if the savings bank
received the highest rating on its most recent safety and soundness examination.

*  Risk-Based Capital Ratio - An 8% total risk-based capital ratio, calculated as total capital to risk-
weighted assets. For purposes of this calculation, total capital includes core and supplementary capital,
provided that supplementary capital may not exceed 100% of core capital.

In assessing an institution’s capital adequacy, the Office of Thrift Supervision takes into consideration not
only these numeric factors but alse qualitative factors as well, and has the authority to establish higher capital
requirements for individual institutions where necessary. People’s Bank. as a matter of prudent management,
targets as its goal the maintenance of capital ratios which exceed these minimum requirements and that are
consistent with People’s Bank's risk profile. At December 31, 2006. People’s Bank exceeded each of its capital
requirements. See “Capital” on pages 66 through 68 for a further discussion regarding People’s Bank's capital
requirements.

The Federal Deposit Insurance Corporation Improvement Act requires that the Office of Thrift Supervision
and other federal banking agencies revise their risk-based capital standards, with appropriate transition rules, to
ensure that they take into account interest rate risk, concentration risk and the risks of non-traditional activities.
The Office of Thrift Supervision monitors the interest rate risk of individual institutions through the Office of
Thrift Supervision requirements for interest rate risk management, the ability of the Office of Thrift Supervision
to impose individual minimum capital requirements on institutions that exhibit a high degree of interest rate risk,
and the requirements of Thrift Bulletin 13a, which provides guidance on the management of interest rate risk and
the responsibility of boards of directors in that area.

The Office of Thrift Supervision continues to monitor the interest rate risk of individual institutions through
analysis of the change in net portfolio value. Net portfolio value is defined as the net present value of the
expected future cash flows of an entity’s assets and liabilities and, therefore, hypothetically represents the value
of an institution’s net worth. The Office of Thrift Supervision has also used this net portfolio value analysis as
part of its evaluation of certain applications or notices submitted by savings banks. The Office of Thrift
Supervision, through its general oversight of the safety and soundness of savings associations, retains the right to
impose minimum capital requirements on individual institutions to the extent the institution is not in compliance




with certain written guidelines established by the Office of Thrift Supervision regarding net portfolio value
analysis. The Office of Thrift Supervision has not imposed any such requirements on People’s Bank.

Safety and Soundness Standards. Pursuant to the requirements of the Federal Deposit Insurance
Corporation Improvement Act, as amended by the Riegle Community Development and Regulatory
Improvement Act of 1994, each federal banking agency, including the Office of Thrift Supervision, has adopted
guidelines establishing general standards relating to internal controls, information and internal audit systems,
loan documentation, credit underwriting, interest rate exposure, asset growth, asset quality, earnings and
compensation, fees and benefits. In general, the guidelines require, among other things, appropriate systems and
practices to identify and manage the risks and exposures specified in the guidelines. The guidelines prohibit
excessive compensation as an unsafe and unsound practice and describe compensation as excessive when the
amounts paid are unreasonable or disproportionate 10 the services performed by an executive officer, employee,
director, or principal stockholder.

In addition, the Office of Thrift Supervision adopted regulations to require a savings bank that is given
notice by the Office of Thrift Supervision that it is not satisfying any of such safety and soundness standards to
submit a compliance plan to the Office of Thrift Supervision. If, after being so notified, a savings bank fails to
submit an acceptable compliance plan or fails in any material respect to implement an accepted compliance plan,
the Office of Thrift Supervision may issue an order directing corrective and other actions of the types to which a
significantly undercapitalized institution is subject under the “prompt corrective action” provisions of the Federal
Deposit Insurance Corporation Improvement Act. If a savings bank fails to comply with such an order, the Office
of Thrift Supervision may seek to enforce the order in judicial proceedings and to impose civil monetary
penalties.

Prompt Corrective Action. The Federal Deposit Insurance Corporation Improvement Act alse established a
system of prompt corrective action to resolve the problems of undercipitalized institutions, Under this system,
the federal bank regulators, including the Office of Thrift Supervision, are required to take certain and authorized
to take other, supervisory actions against undercapitalized institutions, based upon five categories of
capitalization which the Federal Deposit Insurance Corporation Improvement Act created: “weli-capitalized,”
“adequately capitalized,” “undercapitalized.” “significantly undercapitalized” and “critically undercapiialized.”
The severity of the action authorized or required to be taken under the prompt corrective action regulations
increases as a bank’s capital decreases within the three undercapitalized categories. All banks are prohibited from
paying dividends or other capital distributions or paying management fees to any controlling person if, following
such distribution, the bank would be undercapitalized. The Office of Thrift Supervision is required to monitor
closely the condition of an undercapitalized savings bank and to restrict the growth of its assets. An
undercapitalized bank is required to file a capital restoration plan within 45 days of the dale the bank receives
notice or is deemed to have notice that it is within any of the three undercapitalized categories, and the plan must
be guaranteed by any parent holding company. The aggregate liability of a parent holding company is limited to
the lesser of:

« an amount equal to 5% of the bank’s total assets at the time it became “‘undercapitalized”; and

* the amount that is necessary (or would have been necessary) to bring the bank into compliance with all
capital standards applicable with respect to such bank as of the time it fails to comply with a capital
restoration plan.

If a bank fails to submit an acceptable plan, it is treated as if it were “significantly undercapitalized.” Banks
that are significantly or critically undercapitalized are subject to a wider range of regulatory reguirements and
restrictions. Under Office of Thrift Supervision regulations, generally, a federal savings bank is treated as well-
capitalized if its total risk-based capital ratio is 10% or greater, its Tier 1 risk-based capital ratio is 6% or greater,
and its leverage ratio is 5% or greater. and it is not subject to any order or directive by the Office of Thrift
Supervision to meet a specific capital level. As of December 31, 2006, People’s Bank’s regulatory capital ratios
exceeded the Office of Thrift Supervision’s numeric criteria for classification as a “well-capitalized™ institution.
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Insurance Activities. People’s Bank is generally permitted to engage in certain insurance and annuity
activities through its subsidiaries. However, federal banking laws prohibit depository institutions from
conditioning the extension of credit to individuals upon either the purchase of an insurance product or annuity
from an entity affiliated with the depository institution or an agreement by the consumer not to purchase an
insurance product or annuity from an entity that is not affiliated with the depository institution. Applicable
regulations also require prior disclosure of this prohibition to potential insurance product or annuity customers.

Federal banking agencies, including the Office of Thrift Supervision, also require depository institutions
that offer non-deposit investment products. such as certain annuity and related insurance products. to disclose to
the consumer that the products are not federally insured, are not guaranteed by the institution and are subject to
investment risk including possible loss of principal. These disclosure requirements apply if the institution offers
the non-deposit investment products directly or through affiliates or subsidiaries.

Deposit Insurance. The Federal Deposit Insurance Corporation merged the Bank Insurance Fund and the
Savings Association Insurance Fund to form the Deposit Insurance Fund on March 31, 2006. People’s Bank is a
member of the Deposit [nsurance Fund and pays its deposit insurance assessments to the Deposit Insurance Fund.

Pursuant to the Federal Deposit Insurance Corporation Improvement Act, the Federal Deposit Insurance
Corporation established a system for setting deposit insurance premiums based upon the risks a particular bank or
savings association posed to its deposit insurance fund. Effective January 1, 2007, the Federal Deposit Insurance
Corporation established a risk-based assessment system for determining the deposit insurance assessments to be
paid by insured depository institutions. Urider the assessment system, the Federal Deposit Insurance Corporation
assigns an institution to one of four risk categories, with the first category having two sub-categories based on the
institution’s most recent supervisory and capital evaluations, designed to measure risk. Assessment rates
currently range from 0.05% of deposits for an institution in the highest sub-category of the highest category to
0.43% of deposits for an institution in the lowest category. The Federal Deposit Insurance Corporation is
authorized (o raise the assessment rates as necessary (o maintain the required reserve ratio of 1.25%. The Federal
Deposit Insurance Corporation allows the use of credits for assessments previously paid, and People’s Bank
believes that it has credits that will offset certain assessments.

In addition, all Federal Deposit Insurance Corporation-insured institutions are required to pay assessments
to the Federal Deposit Insurance Corporation at an annual rate of approximately 0.0124% of insured deposits to
fund interest paymenis on bonds issued by the Financing Corporation, an agency of the federal government
established to recapitalize the predecessor to the Savings Association Insurance Fund. These assessments will
continue until the Financing Corporation bonds mature in 2017 through 2019.

Under the Federal Deposit Insurance Act, the Federal Deposit Insurance Corporation may terminate the
insurance of an institution’s deposits upon a finding that the institution has engaged in unsafe or unsound
practices, is in an unsafe or unsound condition to continue operations or has violated any applicable law,
regulation, rule, order or condition impesed by the Federal Deposit Insurance Corporation. The management of
People’s Bank does not know of any practice, condition or violation that might lead to termination of deposit
msurance.

Transactions with Affiliates of People’s Bank. People’s Bank is subject to the affiliate and insider
transaction rules set forth in Sections 23A, 23B, 22(g) and 22(h) of the Federal Reserve Act, as well as additional
limitations as adopted by the Director of the Office of Thrift Supervision. Office of Thrift Supervision
regulations regarding transactions with affiliates and insider transactions generally conform to Regulation W and
Regulation O, respectively, issued by the Federal Reserve Board. Affiliated transactions provisions, among other
things, prohibit or limit a savings bank from extending credit 1o, or entering into certain transactions with, its
affiliates and principal stockholders. directors and executive officers of People’s Bank.

In addition, Section } ! of the Home Owners’ Loan Act prohibits a savings bank from making a loan to an
affiliate that is engaged in non-bank holding company activities and prohibits a savings bank from purchasing or
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investing in securities issued by an affiliate that is not a subsidiary, Office of Thrift Supervision regulations also
include certain specific exemptions from these prohibitions. The Federal Reserve Board and the Office of Thrift
Supervision require each depository institution that is subject to the affiliate transaction restrictions of

Sections 23A and 23B of the Federal Reserve Act to implement policies and procedures to ensure compliance
with Regulation W and the Office of Thrift Supervision regulations regarding transactions with affiliates.

In addition to the insider transaction limitations of Sections 22{g} and 22(h) of the Federal Reserve Act,
Section 402 of the Sarbanes-Oxley Act of 2002 prohibits the extension of personal loans to directors and
executive officers of issuers (as defined in the Sarbanes-Oxley Act). The prohibition, however, does not apply to
mortgage loans advanced by an insured depository institution, such as People’s Bank, that are subject to the
insider lending restrictions of Section 22(h) of the Federal Reserve Act.

Privacy Standards. People’s Bank is subject to Office of Thrift Supervision regulations implementing the
privacy protection provisions of the Gramm-Leach-Bliley Act. These regulations require People’s Bank to
disclose its privacy policy, including identifying with whom it shares “non-public personal information,” to
customers at the time of establishing the customer relationship and annually thereafter. In addition, People’s
Bank is required to provide its customers with the ability to “opt-out” of having People’s Bank share their
non-public personal information with unaffiliated third parties before the bank can disclose such information,
subject to certain exceptions.

In addition to certain state laws governing protection of customer information, People’s Bank is subject to
federal regulatory guidelines establishing standards for safegvarding customer information. These regulations
implement certain provisions of the Gramm-Leach-Bliley Act. The guidelines describe the agencies’
expectations for the creation, implementation and maintenance of an information security program, which would
include administrative, technical and physical safeguards appropriate to the size and complexity of the institution
and the nature and scope of its activities. The standards set forth in the guidelines are intended to ensure the
security and confidentiality of customer records and information, protect against any anticipated threats or
hazards to the security or integrity of such records and protect against unauthorized access to or use of such
records or information that could result in substantial harm or inconvenience to any customer. Federal guidelines
also impose certain customer disclosures and other actions in the event of unauthorized access to customer
information.

Community Reinvestment Act. Under the Community Reinvestment Act, as implemented by the Office of
Thrift Supervision regulations, any federally chartered savings bank, including People’s Bank, has a continuing
and affirmative obligation consistent with its safe and sound operation to help meet the credit needs of its entire
community, including low and moderate income neighborhoods. The Community Reinvestment Act does not
establish specific lending requirements or programs for financial institutions nor does it limit an institution’s
discretion to develop the types of products and services that it believes are best suited to its particular
community. The Community Reinvestment Act requires the Office of Thrift Supervision, in connection with its
examination of a federally chartered savings bank, to assess the depository institution’s record of meeting the
credit needs of its community and to take such record into account in its evaluation of certain applications by
such institution.

Current Community Reinvestment Act regulations rate an institution based on its actual performance in
meeting community needs. [n particular, the evaluation system focuses on three tests:
« alending test, to evaluate the institution’s record of making loans in its service areas;

* an investment test, to evaluate the institution’s record of investing in community development projects,
affordable housing, and programs benefiting low or moderate income individuals and businesses; and

* aservice test, to evaluate the institution’s delivery of services through its branches, ATMs and other
offices.




The Community Reinvestment Act also requires all institutions to make public disclosure of their
Community Reinvestment Act ratings. People’s Bank has received an “outstanding” rating in its most recent
Community Reinvestment Act examination performed by the Federal Deposit Insurance Corporation and the
Connecticut Department of Banking in 2006. The federal banking agencies adopted regulations implementing the
requirements under the Gramm-Leach-Bliley Act that insured depository institutions publicly disclose certain
agreements that are in fulfillment of the Community Reinvestment Act. People’s Bank has no such agreements in
place at this time.

Loans to One Borrower. Under the Home Owners’ Loan Act, savings banks are generally subject to the
national bank limits on loans to one borrower. Generally, savings banks may not make a loan or extend credit to
a single or related group of borrowers in excess of 15% of the institution’s unimpaired capital and surplus.
Additional amounts may be loaned, not in excess of 10% of unimpaired capital and surplus, if such loans or
extensions of credit are secured by readily-marketable collateral. People’s Bank is in compliance with applicable
loans to one borrower limitations.

Nentraditional Mortgage Products. The federal banking agencies recently published final guidance for
institutions that originate or service nontraditional or alternative mortgage products, defined to include all
residential mortgage loan products that allow borrowers to defer repayment on principal or interest, such as
interest-only mortgages and payment option adjustable-rate mortgages. A significant portion of People’s Bank’s
adjustable-rate residential mortgage loans are alternative mortgage loans.

Recognizing that alternative mortgage products expose institutions to increased risks as compared to
traditional loans where payments amortize or reduce the principal amount, the guidance required increased
scrutiny for alternative mortgage products. Institutions that originate or service alternative mortgages should have
(1) strong risk management practices that include maintenance of capital levels and allowance for loan losses
commensurate with the risk; (2) prudent lending policies and underwriting standards that address a borrower’s
repayment capacity; and (3) programs and practices designed to ensure that consumers receive clear and
balanced information to assist in making informed decisions about mortgage products. The guidance also
recommends heightened controls and safeguards when an institution combines an alternative mortgage product
with features that compound risk, such as a simultaneous second-lien or the use of reduced documentation to
evaluate a loan application.

People’s Bank is required to and intends to comply with the guidance as it is interpreted and applied by the
Office of Thrift Supervision.

Qualified Thrift Lender Test. The Home Owners’ Loan Act requires federal savings banks to meet a
Qualified Thrift Lender test. Under the Qualified Thrift Lender test, a savings bank is required to maintain at
least 65% of its “portfolio assets” (total assets less (1) specified liquid assets up to 20% of total assets;

(2) intangibles, including goodwill; and (3) the value of property used to conduct business) in certain “qualified
thrift investments” (primarily residential mortgages and related investments, including certain mortgage-backed
securities, credit card loans, student loans, and small business loans) on a monthly basis during at least 9 out of
every 12 months. The Office of Thrift Supervision letter dated July 3, 2006 approving, among other things,
People’s Bank’s conversion from a Connecticut savings bank to a federal savings bank granted the bank an
exception from the Qualified Thrift Lender test for a period of four years from the date of its conversion to a
federal charter.

A savings bank that fails the Qualified Thrift Lender test and does not convert to a bank charter generally
will be prohibited from: (1) engaging in any new activity not permissible for a national bank; (2) paying
dividends not permissible under national bank regulations; and (3) establishing any new branch office in a
location not permissible for a national bank in the institution’s home state. In addition, if the institution does not
requalify under the Qualified Thrift Lender test within three years after failing the test, the institution would be
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prohibited from engaging in any activity not permissible for a national bank and may have to repay any
outstanding advances from the Federal Home Loan Bank as promptly as possible.

Limitation on Capital Distributions. The Office of Thrift Supervision regulations impose limitations upon
certain capital distributions by federal savings banks, such as certain cash dividends, payments to repurchase or
otherwise acquire its shares, payments to stockholders of another institution in a cush out merger and other
distributions charged against capital.

The Office of Thrift Supervision regulates all capital distributions by People’s Bank directly or indirectiy to
its shareholders, including dividend payments. As the subsidiary of a savings and loan holding company,
People’s Bank currently must file a notice with the Office of Thrift Supervision at least 30 days prior to each
capital distribution. However, if the total amount of al] capital distributions (including any proposed capital
distribution) for the applicable calendar year exceeds net income for that year to date plus the retained net income
for the preceding two years, then People’s Bank must file an application to receive the approval of the Office of
Thrift Supervision for a proposed capital distribution,

People’s Bank may not pay dividends to its shareholders if, after paying those dividends, it would fail 10
meet the required minimum levels under risk-based capital guidelines and the minimum leverage and tangible
capital ratio requirements or if the Office of Thrift Supervision notified People’s Bank that it was in need of more
than normal supervision. Under the Federal Deposit Insurance Act, an insured depository institution such as
People’s Bank is prohibited from making capital distributions, including the payment of dividends, if, after
making such distribution, the institution would become “vndercapitalized” (as such term is used in the Federal
Deposit Insurance Act). Payment of dividends by People’s Bank also may be restricted at any time at the
discretion of the appropriate regulator if it deems the payment to constitute an unsafe and unsound banking
practice.

Liquidity. People’s Bank maintains sufficient liquidity to ensure its safe and sound operation, in accordance
with Office of Thrift Supervision regulations.

Assessments. The Office of Thrift Supervision charges assessments to recover the cost of examining federal
savings banks and their affiliates. These assessments are based on three components: (1) the size of the institution
on which the basic assessment is based; (2) the institution’s supervisory condition, which results in an additional
assessment based on a percentage of the basic assessment for any savings institution with a composite rating of 3,
4 or 5 in its most recent safety and soundness examination: and (3) the complexity of the institution’s operations,
which results in an additional assessment based on a percentage of the basic assessment for any savings
institution that managed over $1 billion in trust assets, serviced for others loans aggregating more than $1 billion,
or had certain off-balance sheet assets aggregating more than $1 billion.

The Office of Thrift Supervision also assesses fees against savings and loan helding companies, such as
People’s Mutual Holdings. The Office of Thrift Supervision semi-annual assessment for savings and loan holding
companies includes a $3,000 base assessment with an additional assessment based on the holding company’s risk
or complexity, organizational form and condition.

Branching. Under Office of Thrift Supervision branching regulations, People’s Bank is generally
authorized to open branches within or beyond the State of Connecticut if People’s Bank (1) continues to meet the
requirements of a “highly-rated” federal savings bank, and (2) publishes public notice at least 35 days before
opening a branch and no one opposes the branch. If & comment in opposition to a branch opening is filed and tl{q
Office of Thrift Supervision determines the comment to be relevant to the approval process standards, and to
require action in response, the Office of Thrift Supervision may, among other things, require a branch application
or elect to hold a meeting with People’s Bank and the person who submitted the comment. Office of Thrift
Supervision authority preempts any state law purporting to regulate branching by federal savings banks.

Anti-Money Laundering and Customer ldentification. People’s Bank is subject to Office of Thrift
Supervision and Financial Crimes Enforcement Network reguiations implementing the Bank Secrecy Act, as
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amended by the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and
Obstruct Terrorism Act of 2001, or the USA PATRIOT Act. The USA PATRIOT Act gives the federal
government powers to address terrorist threats through enhanced domestic security measures, expanded
surveillance powers, increased information sharing, and broadened anti-money laundering requirements. By way
of amendments to the Bank Secrecy Act, Title 111 of the USA PATRIOT Act takes measures intended to
encourage information sharing among banks, regulatory agencies and law enforcement bodies. Further, cenain
provisions of Title 111 impose affirmative obligations on a broad range of financial institutions, including savings
banks like People’s Bank.

The USA PATRIOT Act and the related Office of Thrift Supervision regulations impose the following
requirements with respect to financial institutions:

+ establishment of anti-money laundering programs, including adoption of written procedures,
designation of a compliance officer and auditing of the program;

» establishment of a program specifying procedures for obtaining identifying information from
customers seeking to open new accounts, including verifying the identity of customers within a
reasonable period of time;

» establishment of enhanced due diligence policies, procedures and controls designed to detect and report
money laundering;

« prohibitions on correspondent accounts for foreign shell banks and compliance with record keeping
obligations with respect to correspondent accounts of foreign banks; and

+ requirements that bank regulators consider a holding company’s effectiveness in combating money
laundering when ruling on Federal Reserve Act and Bank Merger Act applications.

Federal Home Loan Bank System. People’s Bank is a member of the Federal Home Loan Bank system,
which consists of twelve regional Federal Home Loan Banks, each subject to supervision and regulation by the
Federal Housing Finance Board. The Federal Home Loan Bank provides a central credit facility primarily for
member thrift institutions as well as other entities involved in home mortgage lending. It is funded primarily
from proceeds derived from the sale of consolidated obligations of the Federal Home Loan Banks. It makes loans
or advances to members in accordance with policies and procedures, including collateral requirements,
established by the respective boards of directors of the Federal Home Loan Banks. These policies and procedures
are subject to the regulation and oversight of the Federal Housing Finance Board. All long-term advances are
required to provide funds for resklential home financing. The Federal Housing Finance Board has also
established standards of community or investment service that members must meet to maintain access to such
long-term advances. People’s Bank, as a member of the Federal Home Loan Bank of Boston, is currently
required to purchase and hold shares of capital stock in the Federal Home Loan Bank of Boston in amount equal
te (1.35% of People’s Bank Membership Stock Investment Base plus an Activity Based Stock Investment
Requirement. The Activity Based Stock Requirement is equal to 3.0% of any outstanding principal for overnight
advances, 4.0% of any outstanding principal for term advances with an original term of two days to three months
and 4.5% of any outstanding principal for term advances with an original term greater than three months.
People’s Bank is in compliance with these requirements,

Federal Reserve System. Federal Reserve Board regulations require federally chartered savings banks to
maintain non-interest-earning cash reserves against their transaction accounts (primarily negotiable order of
withdrawal and demand deposit accounts). Institutions must maintain a reserve of 3% against aggregale
transaction accounts between $7.8 million and $48.3 million (subject to adjustment by the Federal Reserve
Board) plus a reserve of 10% (subject to adjustment by the Federal Reserve Board between 8% and 14%) against
that portion of total transaction accounts in excess of $48.3 million. The first $7.8 million of otherwise reservable
balances is exempt from the reserve requirements. People’s Bank is in compliance with the foregoing
requirements. Because required reserves must be maintained in the form of either vault cash, a non-interest-
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bearing account at a Federal Reserve Bank or a pass-through account as defined by the Federal Reserve Board,
the effect of this reserve requirement is to reduce People’s Bank’s interest-earning assets.

Federal Holding Company Regulation

Upon completion of the conversion, People’s United Financial, Inc. will become a unitary savings and loan
holding company within the meaning of the Home Owners’ Loan Act. As such, People’s United Financial, Inc.
will be registered with the Office of Thrift Supervision and subject to Office of Thrift Supervision regulation,
exarmination, supervision and reporting requirements. In addition, the Office of Thrift Supervision will have
enforcement authority over People’s United Financial, Inc. and its savings bank subsidiary. Among other things,
this authority permits the Office of Thrift Supervision to restrict or prohibit activities that are determined to be a
serious risk to the subsidiary savings bank.

Activities Restrictions Applicable to Savings and Loan Holding Companies. Under the Gramm-Leach-
Bliley Act, the activities of all unitary savings and loan holding companies formed afier May 4, 1999, such as
People’s United Financial Inc., must be financially related activities permissible for bank holding companies, as
defined under the Gramm-Leach-Bliley Act. Accordingly, People’s United Financial’s activities will be restricted
to:

« furnishing or performing management services for a savings institution subsidiary of such holding
company;

« conducting an insurance agency or escrow business;

« holding, managing, or liquidating assets owned or acquired from a savings institution subsidiary of
such company;

= holding or managing properties used or occupied by a savings institution subsidiary of such company;
+ acling as trustee under a deed of trust;

» any other activity (1) that the Federal Reserve Board, by regulation, has determined to be permissible
for bank holding companies under Section 4(c) of the Bank Holding Company Act of 1956, unless the
Director of the Office of Thrift Supervision, by reguiation, prohibits or limits any such activity for
savings and loan holding companies, or (2} that multiple savings and loan holding companies were
authorized by regulation to directly engage in on March 5, 1987,

» purchasing, holding, or disposing of stock acquired in connection with a qualified stock issuance if the
purchase of such stock by such holding company is approved by the Director of the Office of Thrift
Supervision; and

« any activity permissible for financial holding companies under section 4{k) of the Bank Holding
Company Act.
Permissible activities that are deemed to be financial in nature or incidental thereto under section 4(k) of the
Bank Holding Company Act include:
+ lending, exchanging, transferring, investing for others, or safeguarding money or securities;
» insurance activities or providing and issuing annuities, and acting as principal, agent, or broker;
» financial, investment, or economic advisory services;

* issuing or selling instruments representing interests in pools of assets that a bank is permitted to hold
directly:

« underwriting, dealing in. or making a market in securities;

« activities previously determined by the Federal Reserve Board to be closely related to banking;
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« activities that bank holding companies are permitted to engage in outside of the United States; and

= portfolio investments made by an insurance company.

In addition, People’s United Financial, Inc. cannot be acquired or acquire a company unless the acquirer or
target, as applicable, is engaged solely in financial activities.

Restrictions Applicable to All Savings and Loan Holding Companies. Federal law prohibits a savings and
loan holding company, including People’s United Financial, Inc., directly or indirectly, from acquiring:

« control (as defined under the Home Owners’ Loan Act) of another savings bank (or a holding company
parent) without prior Office of Thrift Supervision approval,

« through merger, consolidation or purchase of assets, another savings bank or a holding company
thereof, or acquiring all or substantially all of the assets of such institution or holding company without
prior Office of Thrift Supervisien approval; or

+ control of any depository institution not insured by the Federal Deposit Insurance Corporation (except
through a merger with and into the holding company’s savings bank subsidiary that is approved by the
Office of Thrift Supervision).

A savings and loan holding company may not acquire as a separate subsidiary an insured institution that has
a principal office outside of the state where the principal office of its federal savings bank subsidiary is located,
except:

* in the case of certain‘emergency acquisitions approved by the Federal Deposit Insurance Corporation,

+ if such holding company controls a savings association subsidiary that operated a home or branch
office in such additional state as of March 5, 1987; or

+ if the laws of the slate in which the target savings association is located specifically authorize a savings
association chartered by that state to be acquired by a savings association chartered by the state where
the acquiring savings association or savings and loan holding company is located or by a holding
company that controls such a state chartered association.

The Home Owners’ Loan Act prohibits a savings and loan holding company (directly or indirectly, or
through one or more subsidiaries) from acquiring another savings bank or holding company thereof without prior
written approval of the Office of Thrift Supervision; acquiring or retaining, with certain exceptions, more than
5% of a non-subsidiary savings bank, a non-subsidiary holding company, or a non-subsidiary company engaged
in activities other than those permitted by the Home Owners’ Loan Act; or acquiring or retaining control of a
depository institution that is not federally insured. In evaluating applications by holding companies to acquire
savings banks, the Office of Thrift Supervision must consider the financial and managerial resources and future
prospects of the company and institution involved, the effect of the acquisition on the risk to the Deposit
Insurance Fund, the convenience and needs of the community and competitive factors.

Federal Securities Law

People’s Bank’s securities are currently registered with the Office of Thrift Supervision under the Securities
Exchange Act of 1934, as amended. People’s Bank’s securities will cease being so registered following the
conversion. People’s United Financial Inc.’s securities are registered with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended. People’s Bank has been, and People’s
United Financial, Inc. is, subject to the information, proxy solicitation, insider trading, and other requirements
and restrictions of the Securities Exchange Act of 1934.
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Delaware Corporation Law

People’s Uniled Financial, Inc. is incorporated under the laws of the State of Delaware, and is therefore
subject to regulation by the state of Delaware. The rights of People’s United Financial Inc.’s stockholders are
governed by the Delaware General Corporation Law.

Market Area and Competition

People’s Bank's primary markel area is the state of Connecticut. However, substantially all of the
equipment financing activities of People’s Capital and Leasing involve customers outside of Connecticut,
Peopte’s Capital and Leasing provides equipment financing for customers in 45 states. In addition, People’s Bank
also participates in certain loans that aggregate $20 million or more and are shared by three or more supervised
financial institutions. These loans are generally referred to as “shared national credits.” Approximately 88% of
the shared national credits portfolio is to borrowers located outside of Connecticut as of December 31, 2006.
People’s Bank competes for deposits, loans and financial services with commercial banks, savings institutions,
commercial and consumer finance companies, mortgage banking companies, insurance companies, credit unions,
and a variety of other institutional ienders and securities firms.

Connecticut is one of the most attractive banking markets in the United States with a total population of
approximately 3.5 million and a median household income of $66,018 as of June 30, 2006, ranking second in the
United States and well above the U.S. median household income of $51,546, according to estimates from SNL
Securities. The southern Connecticut market includes Fairfield, Middlesex, New Haven and New London
Counties, while the northern Connecticut market includes Hartford, Litchfieid, Tolland and Windham Counties.
Fairfield County, where People’s Bank is headquartered, is the wealthiest county in Connecticut, with a June 30,
2006 median household income of $81,678 according o estimates from SN Securities.

Median household income has increased in all of the Connecticut counties since 2000, with Fairfield,
Middlesex and New Haven Counties recording the strongest growth in median household income. For the 2000
to 2006 period, Windham County had the lowest growth rate in median household income among the primary
market area counties. Household income growth rates are generally projected to increase at comparable rates
over the next five years as experienced during the 2000-2006 period.

The southern Connecticut market contains more than half of Connecticut’s population and a similar
percentage of households. The southern Connecticut market also represents the greatest concentration of People’s
Bank’s retail operations. All of the Connecticut counties experienced increases in population and households
from 2000 through 2006, with the strongest growth occurring in the less populated counties of Middlesex,
Tolland and Windham. However, only Telland County’s 1.5% annual population growth rate exceeded the
comparable U.S. growth rate of 1.3%. Household growth measures paralle! trends in population growth. The
stronger growth occurring in Tolland County (in north-central Connecticut) has been supported by the presence
of the University of Connecticut. Projected population and household growth rates for Connecticut are not
expected to vary materially from recent historical trends. The southern Connecticut market is expected to remain
a slower growth market because it is more densely populated with greater physical limitations to growth.

The principal basis of competition for deposits is the interest rate paid for those deposits and related fees,
convenient access to services through traditional and non-traditional delivery alternatives and the guality of
services to customers. The principal basis of competition for loans is through the interest rates and loan fees
charged and by developing relationships based on the efficiency, convenience and quality of services provided to
borrowers. Further competition has been created through the rapid acceleration of commerce conducted over the
Internet. This has enabled institutions, including People’s Bank, to compete in markets outside their traditional
geographic boundaries.

Personnel

As of December 31, 2006, People’s Bank had 2,359 full-time and 502 part-time employees.
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Access to Information

People’s United Financial, Inc. is subject to the informational requirements of the Securities Exchange Act

. of 1934, as amended and, in accordance therewith, files reports, proxy and information statements and other

information with the Securities and Exchange Commission. Such reports, proxy and information statements and
other information can be inspected and copied at the public reference facilities maintained by the Securities and
Exchange Commission at 100 F Street N.E., Mail Stop 5100. Washington, D.C. 20549 and are available on the
Securities and Exchange Commission’s EDGAR database on the internet at www.sec.gov. Copies of such
material can be obtained from the Public Reference Section of the Securities and Exchange Commission at 100 F
Street N.E., Mail Stop 5100, Washington, D.C. 20549 at prescribed rates. After the conversion, the common
stock will be listed on the Nasdaq Global Select Market under the symbol “PBCT”, except that the symbol will
be “PBCTD"” for the first 20 trading days following the conversion.

Copies of many of these reports will also be available through People’s Bank’s website at
www.peoples.com.

Reports fited by People’s Bank pursuant to the requirements of the Securities Exchange Act of 1934 for
certain periods prior to the conversion are also available through People’s Bank’s website. Available reports
consist of:

Form 10-K {most recent filing and any related amendments)

Form 10-Q (four most recent filings and any related amendments)

Form 8-K (all filings in most recent 12 months and any related amendments)
Annual Report to Shareholders (iwo most recent years)

Prbxy Statemem for Annual Meeting of Shareholders (ilwo most recent years)

Item 1A, Risk Factors
Changes in Interest Rates Could Adversely Affect Our Results of Operations and Financial Condition

The information on risk factors presented in response to this item is that of People’s Bank. which will
become the primary operating subsidiary of People’s United Financial, Inc. upon completion of the conversion.
The risk factors applicable to People’s Bank for periods prior to the conversion are expected to be the same as the
risk factors applicable to People’s United Financial, Inc. following the conversion.

People’s Bank makes most of its earnings based on the difference between interest il earns compared to
interest it pays. This difference is called the “interest spread.” People’s Bank earns interest on loans and to a
much lesser extent on securities and short-term investments. These are called “interest-earning assets.” People’s
Bank pays interest on some forms of deposits and on funds it borrows from other sources. These are called
“interest-bearing liabilities.”

People’s Bank interest spread can change depending on when interest rates earned on interest-earning assets
change, compared to when interest rates paid on interest-bearing liabilities change. Some rate changes occur
while these assets or liabilities are still on People’s Bank’s books. Other rate changes occur when these assets or
liabilities mature and are replaced by new interesi-earning assets or interest-bearing liabilities at different rates. Tt
may be difficult to replace interest-earning assets quickly, since customers may not want to borrow money when
interest rates are high, or People's Bank may not be able to make loans that meet its lending standards. People’s
Bank interest spread may also change based on the mix of interest-earning assets and interest-bearing liabilities.

People’s Bank interest spread may be lower if the timing of interest rate changes is different for its interest-
earning assets compared (o its interest-bearing liabilities. For example, if interest rates go down, People’s Bank
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earn less on its interest-earning assets while it is still locked in to paying higher rates on its interest-bearing
liabilities. On the other hand, if interest rates go up, People’s Bank might have 1o pay more on its interest-bearing
liabilities while it is still locked in to receiving lower rates on its interest-earning assets.

People’s Bank manages this risk using many different techniques, If it is not successful in managing this
risk, People’s Bank will probably be less profitable.

Changes in Our Asset Quality Could Adversely Affect Qur Results of Operations and Financial Condition

Asset quality measures the performance of a borrower in repaying a loan, with interest, on time. It is
unlikely that our asset quality will stay as strong as it has been for the past several years, particularly if the
economy deteriorates.

We May Not Be Able to Successfully Implement Our Plans for Growth

Since our conversion to the mutual holding company form of erganization in 1988, we have experienced
significant growth. During 2006, People’s Bank opened two traditional branches and four new Stop & Shop
branches. People’s Bank also plans to expand into New York State by opening at least 15 new traditional
branches in Westchester County over the next three years. Seven of these branches are expected 10 be open by
the end of 2007. People’s Bank alsc plans to continue its branch expansion in Connecticut by opening new
traditional and Stop & Shop branches. In addition, we will consider expansion opportunities such as the
acquisition of branches and other financial institutions, although we do not have any current understandings,
agreements or arrangements for expansion by the acquisition of any branches or other financial institutions.
Significant changes in interest rates or the competition we face may make it difficult to attract the level of
customer deposits needed to fund our internal growth at projected levels. In addition, People’s Bank may have
difficulty finding suitable sites for de nove branches. Our expansion plans may result in People’s Bank opening
branches in geographic markets in which it has no previous experience. Our ability to grow effectively in those
markets will be dependent on our ability to identify and retain personnel familiar with the new markets. Any
future acquisitions of branches or of other financial institutions would present many challenges associated with
integrating merged institutions and expanding operations. Qur profitability may suffer if we do not continue to
experience the type of growth that we have in the past, if we do not adequately and profitably implement our
plans for growth or if we incur additional expenditures beyond current projections to support our growth.

The Success of Our Stop & Shep Branches Depends on the Success of the Stop & Shop Brand

One element of our strategy is to focus on increasing deposits by providing a wide range of convenient
services to our customers. An integral component of this strategy is People’s Bank supermarket banking
initiative, pursuant to which, as of December 31, 2006, People’s Bank has established 74 full-service Stop &
Shop branches that provide customers with the convenience of seven-day-a-week banking. At December 31,
2006, 47% of People’s Bank branches were located in Stop & Shop supermarkets.

People’s Bank currently has exclusive branching rights in Stop & Shop supermarkets in the state of
Connecticut, in the form of a license agreement between The Stop & Shop Supermarket Company and People’s
Bank, which provides for the leasing of space to People’s Bank within Stop & Shop supermarkets for branch use.
Under the terms of the license agreement, People’s Bank generally is required to open a branch in each new
Connecticut Stop & Shop supermarket (up to a maximum of 120 supermarkets) that has either (1) a total square
footage of greater than 45,000 square feet or (2} if less than 45,000 square feet in size, the store has projected
customers of at least 15,000 per week. People’s Bank has the exclusive right to branch in these supermarkets
until 2012, provided that People’s Bank does not default on its obligations under the licensing agreement.
People’s Bank has the option to extend the license agreement until 2022.

Stop & Shop is currently the leading grocery store in Connecticut, with nearly twice the market share of its
closest competitor, according to Modern Grocer. The success of People’s Bank supermarket branches is
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dependent, in part, on the success of the Stop & Shop supermarkets in which they are located. A drop in Stop &
Shop's market share, a decrease in the number of Stop & Shop locations or customers, or a decline in the overall
quality of Stop & Shop supermarkets could result in decreased business for the Stop & Shop branches, in the
form of fewer loan originations, lower deposit generation and fewer overall branch transactions, and could
influence market perception of People’s Bank Stop & Shop supermarket branches as convenient banking
locations. Under the terms of the license agreement, People’s Bank has the obligation to open branches in new
Connecticut Stop & Shop locations through 2012, even if Stop & Shop’s market share declines or the value of
the Stop & Shop brand is diminished.

In addition, People’s Bank may not be able to renew or renegotiate the license agreement with Stop & Shop
beyond 2022. If renewal or renegotiation of the license agreement were unsuccessful, People’s would be forced
to find new locations for and relocate the Stop & Shop branches, or to close those branches and transfer the
affected customer accounts to other People’s Bank branches, either of which would involve significant expense
and the possible loss of customer relationships.

We Depend on Our Executive Officers and Key Personnel to Continue the Implementation of Qur Long-
Term Business Strategy and Could Be Harmed by the Loss of Their Services

. We believe that our continued growth and future success will depend in large part upon the skills of our
management team. The competition for qualified personnel in the financial services industry is intense, and the
loss of our key personsiel or an inability to continue to attract, retain and motivate key personnel could adversely
affect our business. Although People’s Bank has an employment agreement with its president and chief executive
officer, the loss of the services of one or more of our executive officers and key personnel could impair our
ability to continue to develop and execute our business strategy.

Our Business Is Affected by the International, National, Regional and Local Economy Generally, and the
Geographic Concentration of Qur Loan Portfolio and Lending Activities Makes Us Vulnerable to a
Downturn in the Local Economy

Changes in international, national, regional and local economic conditions affect our business. If economic
conditions change significantly or quickly, our business operations could suffer, and we could become weaker
financially as a result.

At December 31, 2006, approximately 76% of People’s Bank's loans by outstanding principal amount were
to people and businesses located in the state of Connecticut, or involved property located here. All of People’s
Bank’s branches are currently in Connecticut. How well we perform depends very much on the health of the
Connecticut economy, and we expect that to remain true for the foreseeable future.

Last year, Connecticut residents, on average, earned more than the residents of any other state in the
country. Our state unemployment rate for December 2006 was 4.2%, a bit lower than the national rate of 4.5%. A
very low unemployment rate usually means that businesses have a hard time finding qualified workers, and will
have to pay them more if it can find them. Businesses that can not find workers or that have to pay higher wages
might decide not to stay in Connecticut, or to send work outside the state. Someone deciding where to locate a
new business or to expand an existing business might decide to go somewhere outside Connecticut.

If the general economic situation deteriorates, or there are negative trends in the stock market, the
Connecticut economy could suffer more than the national economy. This would be especially likely in Fairfield
County, where People’s Bank has many of its branches and where many of its customers reside, because of the
large number of Fairfield County residents who are professionals in the financial services industry.

People’s Bank could experience losses in its real estate-related loan portfolios if the prices for housing and
other kinds of real estate decreased significantly in Connecticut. Even though Connecticut {especially Fairfield
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County) has some of the highest housing prices in the country, property values can decrease. This has happened
before (as recently as the early 1990s), and can happen again.

In Response to Competitive Pressures, QOur Costs Could Increase if We Were Required to Increase Qur
Service and Convenience Levels or Our Margins Could Decrease if We Were Required to Increase Deposit
Rates or Lower Interest Rates on Loans

People’s Bunk faces significant competition for deposits and loans. In deciding where to deposit their
money, many people look first at the interest rate they will earn. They also might think about whether the bank
offers other kinds of services they might need and, if they have ever been a customer of the bank before, what
their experience was like. People also like convenience, so the number of offices and banking hours may be
important. Some people also think that on-line services are important.

People’s Bank competes with other banks, credit unions, brokerage firms and money market funds for
deposits. Some people may decide to buy bonds or similar kinds of investments issued by companies or by the
U.S,, state and local governments and agencies, instead of openting a deposit account.

In making decisions about loans, many people look first at the interest rate they will have to pay. They also
think about any extra fees they might have to pay in order to get the loan. Some people also think about whether
the bank offers other kinds of services they might need and, if they have ever been a customer of the bank before,
what their experience was like. Many business loans are more complicated because there may not be a standard
kind of loan that meets all of the customer’s needs. Business borrowers look at many different factors that are not
all financial in nature. Examples include the kind and amount of security the lender wants and other terms of the
loan that do not involve the interest rate.

People’s Bank competes with other banks, credit unions, credit card issuers, finance companies, mortgage
lenders and mortgage brokers for loans. Insurance companies also compete with People’s Bank for some kinds of
cornmercial loans,

Many of People’s Bank’s competitors have branches in the same market area as it does. Some of them are
much larger than it is. Connecticut, and especially Fairfield County, is an attractive banking market. Many
locally-based banks have been acquired by large regional and national companies in the last several years. We
expect this trend to continue. This means that there are not as many competitors in our market as there used to be,
but the ones that are left are usually bigger and have more resources than the ones they acquired.

People’s Bank also has competition from outside its own market area. A bank that does not have any
branches in Connecticut can still have customers here by providing banking services on-line. It costs money to
set up and maintain a branch system. Banks that do not spend as much money as People’s Bank does on branches
might be more profitable than it is. even if they pay higher interest on deposits and charge lower interest on
loans.

Changes in Federal and State Regulation Could Adversely Affect Our Results of Operations and Financial
Condition

The banking business is heavily regulated by the federal and state governments. Banking laws and rules are
for the most part intended to protect depositors, not stockholders.

Banking laws and rules can change at any time. The government agencies responsible for supervising
People’s Bank business can also change the way they interpret these laws and rules, even if the rules themselves
do not change. We need to make sure that our business activities comply with any changes in these rules or the
interpretation of the rules, We might be less profitable if we have to change the way we conduct business in order
to comply. Our business might suffer in other ways as well.
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Changes in state and federal tax laws can make our business less profitable. Changes in the accounting rules
we are required to follow may also make us less profitable. Changes in the government’s economic and monetary
policies may hurt our ability to compete for deposits and loans. Changes in these policies can also make it more
expensive for us to do business.

The government agencies responsible for supervising our business can take drastic action if they think we
are not conducting business safely or are o weak financially. They can force People’s Bank to hold additional
capital, pay higher deposit insurance premiums, stop paying dividends, stop making certain kinds of loans or stop
offering certain kinds of deposits. If the agencies took any of these steps or other similar steps, it would probably
make our business less profitable.

The Office of Thrift Supervision letter dated July 3, 2006 approving, among other things, People’s Bank
conversion from a Connecticut savings bank to a federal savings bank, granted People’s Bank (1) a phase-in
period of three years from the date of its conversion 1o a federal savings bank, August 18, 2006, to comply with
the Home Owners’ Loan Act’s commercial loan limits, with the ability to seek an additional one-year extension
if necessary; and (2) an exception from the Qualified Thrift Lender test for a period of four years from the date of
conversion. The manner in which the Office of Thrift Supervision interprets or applies its phase-in period can
also make it more expensive for us to do business, make our business less profitable and limit our strategic
flexibility.

If People’s Bank’s Allowance for Loan Losses Is Not Sufficient to Cover Actual Loan Losses, Our
Earnings Could Decrease

People’s Bank is exposed-to the risk that customers will not be able to repay their loans. This risk is inherent
in the lending business. There is also the risk that the customer’s collateral will not be sufficient to cover the
balance of their loan, as underlying collateral values fluctuate with market changes. People’s Bank records an
allowance for loan losses to cover probable losses inherent in the existing loan portfolio. The allowance for loan
losses is established through provisions for loan losses charged to income. Losses on loans, including impaired
loans, are charged to provision expense or to the allowance for loan losses when all or a portion of a loan is
deemed to be uncollectible. Recoveries of loans previously charged off are credited to the allowance for loan
losses when realized.

People’s Bank maintains the allowance for loan losses at a level that it believes is adequate to absorb
probable losses inherent in the existing loan portfolio, based on a quarterly evaluation of a variety of factors.
These factors include, but are not limited to: its historical loan loss experience and recent trends in that
experience; risk ratings assigned by lending personne! to commercial real estate finance, commercial and
People’s Capital and Leasing Company loans, and the results of ongoing reviews of those ratings by its
independent loan review function; an evaluation of non-performing loans and related collateral values; the
probability of loss in view of geographic and industry concentrations and other portfolio risk characteristics; the
present financial condition of borrowers; and current economic conditions. While People’s Bank seeks to use the
best available information to make these evaluations, and at December 31, 2006, management believed that the
allowance for loan losses was adequate (o cover probable losses inherent in the existing loan portfolio, it is
possible that borrower defaults could exceed the current estimates for loan losses, which would reduce eamings.
In addition, future increases to the allowance for loan losses may be necessary based on changes in economic
conditions, results of regulatory examinations, further information obtained regarding known problem loans,
increasing charge-offs of existing problem loans, or the identification of additional problem loans and other
factors, which would also reduce earnings.

Item 1B. Unresolved Staff Comments

None,




Item 2.  Properties

The information regarding properties presented in response to this item is that of People’s Bank, which will
become the primary operating subsidiary of People’s United Financial, Inc. upon completion of the conversion,

People’s Bank corporate headquarters is located at Bridgeport Center, in Bridgeport, Connecticut. The
Bridgeport Center building had a net book value of $69.6 million at December 31, 2006 and People’s Bank
occupies approximately 92% of the building; all other available office space has been leased to unrelated parties.
At December 31, 2006, People’s Bank also conducted banking operations from its 8 financial centers, 69
traditional branches, 74 supermarket branches and 7 limited-service branches. People’s Bank branch network is
primarily concentrated in Fairfield County, where it has 64 offices. People’s Bank also has 33 offices in both
Hartford County and New Haven County, 11 offices in New London County, six offices in Litchfteld County,
five offices in Tolland County, four offices in Middlesex County and two offices in Windham County. People’s
Bank owns 11 of its banking offices, which had an aggregate net book value of $9.3 millicn at December 31,
2006. People’s Bank’s remaining banking operations are conducted in leased offices. Information regarding
People's Bank’s operating leases for office space and related rent expense appears on page F-42.

In addition to branch offices, People’s Bank owns six other banking facilities with an aggregate net book
value of $11.7 million at December 31, 2006. These facilities are used for a variety of purposes. -

Item 3.  Legal Proceedings

In the normal course of business, People’s United Financial, Inc. and its consolidated subsidiaries will be,
and People’s Bank is, subject to various legal proceedings. Management has discussed the nature of these legal
proceedings with legal counsel. In the opinicn of management, the financial condition or results of operations of
People’s United Financial, Inc. and its consolidated subsidiaries will not be affected materially as a result of the
outcome of these legal proceedings.

Item4.  Submission of Matters to a Vote of Security Holders

Response omitted in reliance on General Instruction I 1(a} and (b} of Form 10-K.
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Part I1
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities -

(a) There was no established public trading.market for any class of common equity of People’s United
Financial, Inc. at December 31, 2006 or at any time prior to the date of the filing of this Form 10-K.

(b) People’s Bank is the sole holder of all of the common stock of People’s United Financial, Inc. common
stock as of the date of the filing of this Form 10-K.

(c) People’s United Financial, Inc. has never declared or paid a dividend. People’s United Financial, Inc.
expects to begin paying dividends following completion of the conversion.

(d) People’s United Financial, Inc. has no securities presently authorized for issuance under equity
compensation plans.

(e) People’s United Financial, Inc. did not have any class of common stock registered under Section 12 of
the Securities Exchange Act of 1934 during any relevant measurement period, and consequently is not
able to provide the performance graph otherwise required by this item,

() People’s United Financial, Inc. has not sold any securities during the past three years that were not
registered under the Securities Act of 1933.

(g} People’s United Financial, Inc. has not repurchased any shares of its equity securities.

Item 6.  Selected Financial Data
The selected financial data presented in response to this item is that of People’s Bank, which will become
the primary operating subsidiary of People’s United Financial, Inc. upon completion of the conversion.

The information required by this item appears on page 20.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The discussion and analysis presented in response to this item is that of People’s Bank, which will become
the primary operating subsidiary of People’s United Financial, Inc. upon completion of the conversion.

The information required by this item appears on pages 22 through 74.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The information presented in response to this item, which appears on pages 68 through 70, is that of .
People’s Bank, which will become the primary operating subsidiary of People’s United Financial, Inc. upon
completion of the conversion.

-
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Item 6. Selected Financial Data

As of and for the years ended December 31 (dollars in millions, except
per share data)

2006

2005

2004

2003

2002

Operating Data:

Netinterestincome -FTE ...........................
Provision forloanlosses .............. ... .. .. .......
Fee-basedrevenues ............. ... . ... o
Net security losses ....... .. ... i iiiiiiinenn..
All other non-interestincome (1) ......................
Non-interestexpense (2) ..........covemeennenn ...
Income (loss) from continuing operations ...............
Income (loss) from discontinued operations (3) ..........
NetInCome ... it it ieee s

Selected Statistical Data:

Netinterest margin ... ... ... iitinneinneanen.n.
Returnon averageassets (4) ...............ccoiunnnn...
Return on average stockholders’ equity (4) .. ............
Efficiencyratio ... ... ... ... ... . il

Financial Condition Data:

Total AS8€1S . . . .t e e
Loans ...
Securities, et ... .. i e
Allowance forloanlosses .............. . iviinnn
Deposits .. ... ... i e
Coredeposits ... ... .. i i
Borrowings ....... ... . i i
Purchasedfunds .............. .. ... .. ..
Subordinated notes .. ... ... .. o e e
Stockholders’ equity . ....... .. .. .
Non-performing assets .................o o,

Ratios:
Non-performing assets to total loans, real estate owned and
repossessed assets . ... ... ... i,
Net loan charge-offs to average loans ..................
Allowance for loan losses tototal loans . ................
Average stockholders’ equity to average assets ,..........
Stockholders’ equity tototal assets . ...................
Tangible stockholders’ equity tototal assets .............
Total risk-based capital (6) . . .. ....... ... ... ... ...,

Per Common Share Data;
Basic earnings pershare . . ........... . ... ... ...
Diluted earnings pershare ................. ... ... ..
Cash dividends paid pershare (5) .....................
Total dividend payoutratio(5) ................... . ...
Book vaiue (end of period) . ............ ... .. ...,
Tangible book value (end of period) ...................
Stock price:

High ... ..

$ 3824 $ 3700 $ 3274 5 2843 § 3185

34 8.6 133 16.7 222
153.0 1515 1429 1430 1362
(212) ©1) @7 (06 (3.3
216 219 135 23.9 16.3
346.9 3444 4797 3460 3415
12,7 '125.9 (5.6) 627 677
2.3 112 2053 L1 (12.3)
1240  137.1  199.7 63.8 55.4
387% 3.68% 333% 289%  3.24%
.15 1.27 1.86 0.54 047
9.4 1.1 17.6 6.6 59
61.3 62.8 69.2 764 713
$10,687 $10,933 $10,718 $11,672 $12,261
9372 8573 7933 7,105 6675
77 1363 2071 2405 37230
74 75 73 71 69
9,083 9,083 882 8714 8426
8959 8873 8681 8433 8102
4 295 341 1516 2437
47 424 447 1710 2,634
65 109 122 253 252
1,340 1289 1200 1,002 940
23 22 29 34 36
024% 026% 036% 048% 0.53%
0.05 0.07 0.15 022 042
079 087 091 0.99 1.04
12.3 115 10.6 8.2 8.0
12.5 11.8 1.2 8.6 7.7
11.6 10.8 10.2 7.6 6.7
16.1 16.4 16.7 13.1 12.5
$ 088 $ 097 $ 143 $ 046 $ 040
0.87 0.97 1.42 046 040
0.97 0.85 0.75 0.68 0.63
483% 383% 229% 63.7% 67.4%
$ 942 $ 910 $ 852 $ 718 § 6.77
8.68 8.35 7.74 6.37 5.95
4540 3375 2965 1501 12.47
3000 2399 1444 1078 9.18
4462 3106 2593 1447 1120




(1
(2)

&)

4
(5)

(6)

Includes an $8.1 million gain on sale of branches in 2003.

Includes liability restructuring costs of $2.7 million, $133.4 million and $1.2 million in 2005, 2004 and
2003, respectively.

Includes after-tax gains of $6.2 million in 2005 and $198.5 million in 2004 related to the sale of the credit
card business in March 2004.

Calculated based on net income for all years.

Reflects the waiver of dividends on the substantial majority of the common shares owned by People’s
Mutual Holdings. )

Calculated in accordance with Office of Thrift Supervision regulations for December 31, 2006 and Federal
Deposit Insurance Corporation regulations for all prior year ends.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

General

People’s Bank (“People’s”} is a federally-chartered stock savings bank headquartered in Bridgeport,
Connecticut with $10.7 biflion in total assets as of December 31, 2006. People’s was organized in 1842 4s a
mutual savings bank and converted to stock form in 1988. In August 2006, People’s converted from a
Connecticut-chartered stock savings bank to a federally-chartered stock'savings bank.

Deposits are insured up to applicable limits by the Deposit Insurance Fund of the Federal Deposit Insurance
Corporation (“FDIC”). People’s regulator is the Office of Thrift Supervision (“OTS").

People’s offers a full range of financial services to individual, corporate and municipal customers.
Traditional banking activities are conducted primarily within the state of Connecticut and include extending
secured and unsecured commercial and consumer loans, originating mortgage loans secured by residential and
commercial properties, and accepting consumer, commercial and municipal deposits. In addition to traditional
banking activities, People’s provides specialized services tailored to specific markets including: personal,
institutional and employee benefit trust; cash management; and municipal banking and finance. Through its
subsidiaries, People’s offers: brokerage, financial advisory services, investment management services and life
insurance through People’s Securities, Inc, (“PSI”); equipment financing through People’s Capital and Leasing
Corp. (“PCLC”); and other insurance services through R.C. Knox and Company, Inc. (“RC Knox™).

This full range of financial services is delivered through a network of 77 traditional branches, 74 full-service
Stop & Shop supermarket branches that provide customers with seven-day-a-week banking, seven limited-
service branches, 23 investment and brokerage offices (22 of which are located within branch offices), five
wealth management and trust offices, eight PCLC offices and seven commercial banking offices. People’s
distribution network also includes fully integrated online banking and investment trading, a 24-hour telephone
banking service and participation in a worldwide ATM network.

People’s has expanded its residential mortgage and home equity lending activities in the contiguous markets
of New York and Massachusetts. In addition, People’s maintains a loan production office in Massachusetts and
PCLC maintains a sales presence in six states to support commercial real estate lending and equipment financing
operations, respectively, outside of Connecticut. Within the Commercial Banking division, People’s maintains a
national credits group, which seeks to participate in commercial loans and commercial real estate finance loans to
borrowers in various industries on a national scale.

People’s results of operations are largely dependent upon revenues generated through net interest income
and fee-based revenues and, to a much lesser extent, other forms of non-interest income such as gains on asset
sales. Sources for these revenues are diversified across People’s two primary business segments representing its
core businesses, Commercial Banking and Consumer Financial Services, and to a lesser extent, Treasury.
People’s results of operations are also significantly affected by the provision for loan losses and the level of
non-interest expense. In addition, People’s results of operations may also be affected by general and local
economic conditions, changes in market interest rates, government policies and actions of regulatory authorities.

Charter Conversion, Regulation and Plan of Conversion

People’s converted to a federally-chartered stock savings bank from a Connecticut-chartered stock savings
bank effective August 18, 2006. The Office of Thrift Supervision (“OTS") is People’s regulator under the federal
charter. Previously under its state chanter, People’s was regulated by the State of Connecticut Department of
Banking and the Federal Deposit Insurance Corporation (“FDIC”). Simultanecusly with People’s conversion,
People’s Mutual Holdings (“Holdings™) converted to a federally-chartered mutual holding company from a
Connecticut-chartered mutual holding company.

On September 20, 2006, People’s and Holdings announced their plan to convert from a mutual holding
company structure to a fully-public stock holding company structure. The Boards of Holdings and People’s have
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adopted a Plan of Conversion and Reorganization (the “Plan™). The transactions contemplated by the Plan are
subject 1o approval by People’s stockholders. its depositors and the OTS. On February 14, 2007, the OTS gave its
conditional approval to the Plan. Special meetings of People’s stockholders and depositors to approve the Plan
are scheduted for Apni! 5, 2007.

Critical Accounting Policies

In preparing the Consolidated Financial Statements, People’s is required to make significant estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, including the
classification of revenues and expenses to discontinued operations. Actual results could differ from People’s
current estimates, as a result of changing conditions and future events. Several estimates are particularly critical
and are susceptible to significant near-term change, including the allowance for loan losses, the valuation of
derivative financial instruments, and asset impairment judgments including other-than-temporary declines in the
value of securities and the recoverability of goodwill and other intangible assets. People’s significant accounting
policies and critical estimates are summarized in Note 1 to the Consolidated Financial Statements.

Allowance for Loan Losses. The allowance for loan losses is established through provisions for loan losses
charged to income. Losses on loans, including impaired loans, are charged to the allowance for loan losses when
all or a portion of a loan is deemed to be uncollectible. Recoveries of loans previously charged off are credited to
the allowance when realized.

Management maintains the allowance for loan losses at a level that is believed to be adequate to absorb
probable losses inherent in the existing loan portfolic, based on a quarterly evaluation of a variety of factors.
These factors include, but are not limited to: People’s historical loan loss experience and recent trends in that
experience; risk ratings assigned by lending personnel to commercial real estate finance, commercial and PCLC
loans, and the results of ongoing reviews of those ratings by People’s independent loan review function; an
evaluation of non-performing loans and related collateral values; the probability of loss in view of geographic
and industry concentrations and other portfolio risk characteristics; the present financial condition of borrowers;
and current economic conditions. While management seeks to use the best available information to make these
evaluations, future adjustments to the allowance for loan losses may be necessary based on changes in economic
conditions, results of regulatory examinations, further information obtained regarding known problem loans, the
identification of additional problem loans and other factors.

The allowance for loan losses consists of amounts determined in accordance with Statement of Financial
Accounting Standards (“SFAS") No. 5, “Accounting for Contingencies,” and SFAS No. 114, “Accounting by
Creditors for Impairment of a Loan.” In applying SFAS No. 5, management considers the factors listed in the
preceding paragraph in order to estimate a loss allowance for (1) each homogeneous pool of smaller balance
loans (residential mortgage and consumer loans) that are evaluated on a collective basis, and (2) commercial real
estate finance, commercial and PCLC loans that are not considered impaired under SFAS No. 114. A loan is
considered impaired when, based on current information and events, it is probable that People’s will be unable to
collect all principal and interest due according to the contractual terms of the loan. People’s applies SFAS
No. 114 to loans that are individually evaluated for collectibility in accordance with its normal loan review
procedures. Under SFAS No. 114, impaired loans are reported based on one of three measures: the present value
of expected future cash flows discounted at the loan's effective interest rate; the loan’s observable market price;
or the fair value of the collateral if the loan is collateral dependent. If the measure is fess than an impaired loan’s
recorded investment, an impairment loss is recognized as part of the allowance for lean losses.

Valuation of Derivative Financial Instruments. People’s uses derivatives for market risk management
purposes (principally interest rate risk) and not for trading or speculation purposes.

In accordance with SFAS No, 133, all derivatives are recognized as either assets or liabilities and are
measured at fair value. Favorable changes in fair values result in unrealized gains that are recognized as assets,
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while unfavorable changes result in unrealized losses that are recognized as liabilities. People’s hedge accounting
methods vary depending on whether the derivative instrument is classified as a fair value hedge or a cash flow
hedge. Hedge accounting is permitted only if specific criteria are met, including a requirement that a highly
effective relationship exist between the derivative instrument and the hedged item, both at inception of the hedge
and on an ongoing basis. Results of effective hedges are recognized in current earnings for fair value hedges.
Changes in the fair value of effective cash flow hedges are recognized in other comprehensive income until
earnings are affected by the variability in cash flows of the designated hedged item. Ineffective portions of hedge
results are recognized in current earnings.

People’s formally documents all relationships between the derivative instruments and the hedged items, as
well as its risk management objectives and strategies for undertaking the hedge transactions. This process
includes linking ail derivatives that are designated as hedges to specific assets and liabilities, or to specific firm
commitments or forecasted transactions. People’s also formally assesses, both at inception of the hedge and on an
ongoing basis, whether the derivatives that are used in hedging transactions are highly effective in offsetting
changes in the fair values or cash flows of the hedged items. If i1 is determined that a derivative is not highly
effective or has ceased to be a highly effective hedge, People’s would discontinue hedge accounting
prospectively.

Interest rate-lock commitments extended to borrowers relate to the origination of residential mortgage loans.
To mitigate the interest rate risk inherent in these commitments, People’s enters into mandatory delivery and best
efforts contracts to sell adjustable-rate and fixed-rate residential mortgage loans. Forward commitments to sell
and interest rate-lock commitments on residential mortgage loans are considered derivatives and their respective
estimated fair values are adjusted based on changes in interest rates and exclude the value of mortgage servicing
rights.

Asset Impairment Judgments

Goodwill and Other Intangible Assets, SFAS No. 141, “Business Combinations,” requires, among other
things, use of the purchase method to account for ail business combinations and specifies criteria that acquired
intangible assets must meet in order to be recognized and reported separately from goodwill, The assets and
liabilities of an acquired company are recorded at fair value at the date of acquisition. Intangible assets are
recognized in an amount equal to the excess of the acquisition cost over the fair value of the net assets acquired.
“Other acquisition-related intangibles’ are separately identified, where appropriate, for the estimated value of
acquired customer relationships and are amortized on a straight-line basis over the estimated remaining average
life of those relationships (ranging from 7 to 12 years from the respective acquisition dates). The remaining
intangible asset is classified as goodwill.

FAS No. 142, “Gooedwill and Other Intangible Assets,” requires that goodwill be reviewed for impairment at
least annually, with impairment losses charged to expense when they occur. Acquisition-related intangible assets
other than goodwill are amortized to expense over their estimated useful lives and are periodically reviewed by
management to assess recoverability. Impairment losses are recognized as a charge to expense if carrying
amounts exceed fair values.

SFAS No. 142 requires that goodwill be tested for impairment using a two-step approach that involves the
identification of “‘reporting units™ and the estimation of fair values. Goodwill shall also be tested for impairment
when events occur that would more likely than not reduce the implied fair value of goodwill below its carrying
value. An impairment loss is recognized as a charge to expense for any excess of the goodwill carrying amount
over implied fair value.

Securities. Marketable equity and debt securities (other than those reported as short-term investments) are
classified as either trading account securities, held to maturity securities (applicable only to debt securities) or
available for sale securities. Management determines the classification of a security at the time of its purchase.
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Securities purchased for sale in the near term and those held by PSI (in accordance with the requirements for
a broker-dealer) are classified as trading account securities and reported at fair value. Unrealized gains and losses
are reported in non-interest income. Debt securities that People’s has the positive intent and ability to hold to
maturity are classified as held to maturity securities and reported at amortized cost. All other securities are
classified as available for sale and reported at fair value. Unrealized gains and losses on securities available for |
sale are reported on an after-tax basis in stockholders’ equity as accumulated other comprehensive income or
loss. Premiums are amortized and discounts are accreted to interest income for debt securities, using the interest
method over the remaining period to contractual maturity, adjusted for the effect of actual prepayments in the |
case of mortgage-backed securities, collateralized mortgage obligations and other asset-backed securities.
Federal Home Loan Bank stock is a non-marketable equity security reported at cost.

Security transactions are generally recorded on the trade date. Realized gains and losses are determined
using the specific identification method and reported in non-interest income. - i

Management conducts a periodic review and evaluation of the securities portfolio to determine if the decline
in fair value of any security appears to be other than temporary. If the decline is deemed to be other than
temporary, the security is written down to a new cost basis and the resulting loss is reported in non-interest
income. The factors considered by management in its periodic review include, but are not timited to: the length
of time and extent to which the fair value has been less than cost; the financial condition and near-term prospects
of the issuer; the ratings of the security; whether the decline in fair value appears to be issuer specific or,
alternatively, a reflection of general market or industry conditions; and People’s intent and ability to hold the
security for a period of time sufficient to allow for a recovery in fair value.

Non-GAAP Financial Measures and Reconciliation to GAAP

In addition to evaluating People’s results of operations in accordance with U.S. generally accepted
accounting principles (“GAAP”"), management routinely supplements this evaluation with an analysis of certain
non-GAAP financial measures, such as the efficiency ratio, core deposits and purchased funds. Management
believes such non-GAAP financial measures provides information useful to investors in understanding People’s
underlying operating performance and trends, and facilitates comparisons with the performance of other banks
and thrifts.

Management utilizes core deposits and purchased funds as non-GAAP financial measures 1o supplement its
analysis of People’s business performance. Core deposits is a measure of stable funding sources and is defined as
total deposits, other than brokered certificates of deposit (acquired in the wholesale market}, municipal deposits
(which are seasonally variable by nature) and non-interest bearing deposits utilized for the operation of People’s
businesses. Purchased funds include borrowings, brokered certificates of deposit and municipal deposits,
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Although management believes that the above-mentioned non-GAAP financial measures enhance investors’
understanding of People’s operating performance, these non-GAAP financial measures shouid not be considered
an alternative to GAAP. The reconciliation of these non-GAAP financial measures from GAAP to non-GAAP is
presented below. :

The following tables provide reconciliations between GAAP and non-GAAP financial measures:

As of December 31 (in millions) 2006 2005 2004 2003 2002
DepOsits ..o e $9,083 $9,083 $8,862 $8,714 $8.426
Less:

Municipal deposits ......... .. ... 43 129 106 125 77

Brokered certificates of deposit . ..., ... ... ... .., ..., — — — 70 120

Other non-interest-bearing deposits .. ................... 81 81 75 86 127
Coredeposits . ...t $8,959 3$8.873 $8,681 $8,433 $8,102
As of December 31 (in millions) 2006 2005 2004 2003 2002
BOITOWINES ..o\ttt ittt $ 4 % 205 § 341 $1.516 $2437
Plus:

Municipal deposits ........ ... ... ..o 43 129 106 125 77

Brokered certificates of deposit .. ......... ... ... ... ... — — — 70 120
Purchased funds .......... oot $ 47 § 424 % 447 $1,711 %2634

In addition to the above non-GAAP financial measures, management uses the efficiency ratio to monitor its
operating efficiency compared to its peers. The efficiency ratio, which represents an approximate measure of the
cost required by People’s to generate a dollar of revenue, is the ratio of total non-interest expense {excluding
goodwill impairment charges, amortization of acquisition-related intangibles, losses on real estate assets and
nonrecurring expenses) (the numerator) to net interest income plus total non-interest income (excluding gains and
losses on sales of assets, other than residential mortgage loans, and nonrecurring income) (the denominator).
People’s generally considers an income or expense to be nonrecurring if it is not similar to an income or expense
of a type incurred within the last two years and is not similar to income or an expense of a type reasonably
expected to be incurred within the following two years. Management considers the efficiency ratio to be more
representative of People’s ongoing operating efficiency, as the excluded items are generally related to external
market conditions and non-routine transactions.
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The following table summarizes People’s efficiency ratio derived from amounts reported in the
Consolidated Statements of Income.

Years ended December 31 (dollars in millions) 2006 2005 2004 2003 2002
Total NON-INLETESt EXPENSE .+ v\ v v v v v e e eneeeerreanenan e $346.9 $344.4 $479.7 $346.0 33415
Less: :
Amortization of goodwill and other acquisition-related
intangibles . ... ... e 1.1 1.8 34 35 3.1
Loss on sale of reverse repurchase agreements ............ 0.3 — —_ — —
Severance-related charges ......... ... ... .. ool 1.2 — — — —
RC Knoxsettlement . .............ccciiuniiiiiiranns 09 — — — —
Goodwill impairment charge ................ ... .. ... — 2.0 — — —
Accelerated vesting of stock options charge .............. — 0.7 — — —
Liability restructuring costs ..............coiiviiiarans — 27 1334 1.2 —
Non-recurring compensation costs ... ........c..vvvnnn... — — 6.7 — —
OhEr . .o 0.3 0.1 1.6 0.2 2.6
Total ... e e $343.1 $337.1 $334.6 $341.1 $3358
Net interest income (1} . ............ e e $382.4 $370.0 $327.4 $2843 33185
Total non-inlerest iNCOME .. ... v vvin e iin v iae e 1474 1733 1517 1663 149.2
Add: : |
BOLIFTE adjustment (1) ............ .. .oiiiiiat, 4.6 1.8 — — —_
Netsecurity losses ........... ... i 27.2 0.1 4.7 0.6 33
Less:
Interest from completed [RSaudit ...................... 0.6 — — 43 —
Gainonsaleofassets ...........ccoveiriniiiinnnannn. 0.7 8.1 — — —
MasterCard common stock redemption .................. 0.7 — — — —
Other ... ..o, e — 0.3 0.1 03 —
Towal ............... e $559.6  $536.8 $483.7 $446.6 34710
Efficiency ratio . .. ... e 613% 62.8% 692% 764% 71.3%

{1) Fully taxable equivalent.

Economic Environment

People’s results are subject to fluctuations based on economic conditions. Economic activity in the
United States showed continued signs of expanding in 2006. Real gross domestic product increased at a rate of
3.4% for the year, a level that represents the country’s long-term historical average growth rate and an increase
from the 3.2% pace recorded in 2005. The national unemployment rate was 4.5% as of December 31, 2006, down
from 4.9% at the end of 2005. The national economy continued to grow despite widening federal budget and
trade deficits, higher shori-term interest rates, elevated energy costs, a weaker housing market, and geopolitical
uncertainties.

In response to continuing signs that the U.S. economy was expanding, the Federal Reserve Board increased
the targeted federal funds rate four times in 2006 by a total of 100 basis points, after thirteen interest rate
increases during 2004 and 2005 totaling 350 basis points, bringing the rate to 5.25% as of December 31, 2006.
This was up from 1.00% at the end of 2003. The Federal Reserve has not increased the targeted federal funds
rates since the June 29, 2006 Federal Open Market Committee (FOMC) meeting, however, and has held the rate
steady at 5.25% for the last five FOMC meetings.

People’s primary market area, Connecticut, is one of the most attractive markets in the United States with a
total population of approximately 3.5 million and a median household income of $66,018 as of June 30, 2006,
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ranking second in the United States and well above the U.S. median income of $51,546, according to estimates
from SNL Securities. Fairfield County, where People’s is headquartered, is the wealthiest county in Connecticut,
with a June 30, 2006 median household income of $81,678 according to estimates from SNL Securities. The
state’s unemployment rate decreased to 4.2% as of December 31, 2006, compared to 4.6% at the end of 2005,
and remained below the national rate of 4.5%. The Connecticut economy experienced moderate job growth in
2006, with total employment increasing by 10,600 jobs, or approximately 0.6% from December 31, 2005 to
December 31, 2006. The outlook for the Connecticut economy in 2007 is cautiously optimistic, with the
expectation that the state will experience further job growth as the economy continues to expand moderately.

Financial Overview

Comparison of Financial Condition at December 31, 2006 and December 31, 2005. Total assets at
December 31, 2006 were $10.7 billion, a decrease of $246 million, or 2%, from December 31, 2003, primarily
due to a $1.3 billion decline in total securities, partially offset by increases of $799 millicn in total loans,
$193 million in short-term investments, $58 million in bank-owned life insurance and $66 million in other assets,

The increase in total loans reflects growth of $456 mitlion, or 10%, in Consumer Financial Services and
$343 million, or 9%, in Commercial Banking. The growth in Consumer Financial Services was driven by
increases of $392 million, or 11%, in residential mortgage loans and $64 million, or 5%, in consumer loans. The
increase in residential mortgage loans reflects, in part, the purchase of $170 million of adjustable-rate residential
mortgage loans towards the end of the first quarter of 2006. The growth in Commercial Banking reflects
increases of $235 million, or 37%, in loans originated by PCLC, our equipment financing subsidiary,
$135 million, or 29%, in our national credits portfolio, and $60 million, or 5%, in commercial lending. These
increases were partially offset by an $87 million, or 5%, decline in commaercial real estate finance loans.

The decrease in the securities portfolio reflects the sale of $266 million and $810 million of debt securities
in the second and third quarters of 2000, respectively, to better position People’s balance sheet for the prevailing
interest rate environment at the time, People’s alse funded an additional $50 million of bank-owned life
insurance in 2006 and contributed $91.5 million in the third quarter of 2006 to its employee retirement plan
(reported in other assets) to more than fully fund its projected benefit obligation and to significantly reduce
pension plan expense in future years. Proceeds from sales of securities were also used to reduce total borrowings
and subordinated notes by $335 million since December 31, 2005.

Non-performing assets totaled $22.7 million at December 31, 2006, a $0.7 million increase from
December 31, 2005. Non-performing assets declined by $0.2 million during the fourth quarter of 2006, reflecting
an increase in non-performing commercial loans to $11.9 million at December 31, 2006 as one commercial loan
totaling $10.6 million was classitied as non-performing, partially offset by a $4.1 million decrease in
non-performing PCLC loans and a decrease in non-performing commercial real estate finance loans to
$0.2 million resulting from the full recovery on one commercial real estate finance loan totaling $5.5 million.
The allowance for loan losses decreased $1.0 million to $74 million at December 31, 2006 compared to
December 31, 2005, primarily reflecting reductions in the aliowance for loan losses allocated to the consumer
loan portfolios, partially offset by net additions to the commercial banking loan portfolios. At December 31,
2006, the allowance for loan losses as a percentage of total loans was 0.79% and as a percentage of
non-performing loans was 328%, compared to 0.87% and 353%, respectively, at December 31, 20035.

At December 31, 2006, liabilities totaled $9.3 billion, a $297 million, or 3%, decrease from December 31,
2003, reflecting a $335 million reduction in total borrowings and subordinated notes. Core deposits increased a
modest $86 million, or 19, in 2006 compared to 2003, reflecting People’s strategy to fund loan growth with
proceeds from maturities, sales and repayments of securities rather than core deposits.

People’s total stockholders” equity was $1.34 billion at December 31, 2006, a $51 million net increase from
December 31, 2005, reftecting net income of $124.0 million, partialty offset by dividends paid of $60 million and
a $25 million increase in accumulated other comprehensive loss. The increase in accumulated other
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comprehensive loss reflects a $40 million after-tax increase from the implementation of SFAS No. 138,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans™ and a 34 million increase
in the after-tax unrealized loss on derivatives accounted for as cash flow hedges, partially offset by a $19 million
reduction in the after-tax net unrealized loss on securities available for sale due to the sales of securities
discussed above. As a percentage of total assets, stockholders’ equity was 12.5% at December 31, 2006
compared to 11.8% at December 31, 2005.

People’s leverage, tier | and total risk-based capital ratios were 12.0%, 14.8% and 16.1%, respectively, at
December 31, 2006, compared to 11.2%, 14.8% and 16.4%, respectively, at December 31, 2005. The capital
ratios were calculated in accordance with OTS regulations as of December 31, 2006 and FDIC regulations as of
December 31, 2005.

Comparison of Financial Condition at December 31, 2005 and December 31, 2004. Total assets at
December 31, 2005 were $10.9 billion, an increase of $215 million, or 2%, from December 31, 2004, primarily
due 1o increases of $640 million in total loans and $154 million in bank-owned life insurance, partially offset by
a $708 million decline in total securities.

The increase in total loans from year-end 2004 was largely attributable to increases of $340 million in
commercial loans and $242 million in residential mortgage loans. The decrease in the securities portfolio reflects
the substitution of higher-yielding loans for securities and the funding of a $150 million investment in bank-
owned life insurance with proceeds from maturing securities.

Non-performing assets totaled $22.0 million at December 31, 2005, a $6.6 million decrease from year-end
2004. The allowance for loan losses increased $2.5 million to $75 million at December 31, 2005 compared to
December 31, 2004, primarily reflecting increases in the allowance for loan losses allocated to commercial loans
of $2.0 miltion and PCLC loans of $2.5 million, partially offset by a $2.0 million reduction in the allowance for
loan losses allocated to the consumer foan portfolio, At December 31, 2005, the allowance for loan losses as a
percent of total loans was 0.87% and as a percent of non-performing loans was 353%, compared to 0.91% and
265%, respectively, at December 31, 2004.

At December 31, 2003, liabilities totaled $9.6 billion, a $126 million increase from December 31, 2004,
reflecting a $221 million increase in total deposits and an $89 million increase in stockholders’ equity, partially
offset by a $46 million reduction in total borrowings.

People’s total stockholders’ equity was $1.29 billion at December 31, 2005, an $89 million increase from
December 31, 2004, reflecting net income of $137.1 million, partially offset by dividends paid of $52.4 million.
As a percentage of total assets, stockholders’ equity was 11.8% at December 31, 2005, compared to [1.2% at
December 31, 2004. People’s leverage, tier | and total risk-based capital ratios were 11.2%, 14.8% and 16.4%,
respectively, at December 31, 2005, compared to 10.5%, 14.6% and 16.7%, respectively, at December 31, 2004.
The capital ratios were calculated in accordance with FDIC regulations.

Comparison of Results of Operations for the Year Ended December 31, 2006 and December 31, 2005.
People’s reported net income of $124.0 million, or $0.87 per diluted share, for the year ended December 31,
2006, compared to $137.1 million, or $0.97 per diluted share, for the year-ago period. Income from continuing
operations totaled $121.7 million, or $0.85 per diluted share, for the year ended December 31, 2006, compared to
$125.9 million, or $0.89 per diluted share, for the year-ago period. In 2006, People's return on average assets was
1.15% and return on average stockholders’ equity was 9.4%.

Results for 2006 include net security losses totaling $27.4 million from the sale of $266 million and
$810 million of debt securities in the second and third quarters of 2006, respectively. Results for 2006 also
include a $2.4 million income 1ax benefit related to certain prior-year tax matters. The net impact of these items
reduced 2006 net income by $15.8 million, or $0.11 per share.
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Results for 2005 included an $8.1 million gain on the sale of three branches, a $9.7 million gain from the
resolution of a significant contingency related to the sale of the credit card business in 2004 (reported in income
from discontinued operations), a $2.0 million income tax benefit resulting from the completion of a routine
federal tax audit, 2 $2.0 million goodwill impairment charge and expenses incurred in connection with the
repurchase of subordinated notes {$2.7 million) and the accelerated vesting of stock options ($0.7 million). The
net impact of these items increased 2005 net income by $9.3 million, or $0.07 per share.

]

Net interest income increased $12.7 million, or 3%, from 2005 and the net interest margin improved 19
basis points to 3.87%. The higher net interest margin reflects the asset-sensitive position of the balance sheet, the
substitution of securities with higher-yielding loans, the partial benefit from the sales of securities in the second
and third quarters of 2006, and the impact of our deposit pricing strategy.

Compared to 2005, average earning assets decreased $173 million, or 2%, as a $934 million, or 54%,
decline in average securities funded a $715 million, or 9%, increase in average loans and a $1 13 million, or 27%,
decrease in average total borrowings and average subordinated notes. The loan growth reflects increases of
$285 million, or 8%, in average commercial banking loans, $345 million, or 10%, in average residential
mortgage loans, and $108 million, or 9%, in average home equity loans, al! as compared to 2005. The increase in
average residential mortgage loans reflects, in part, the purchase of $170 million of adjustable-rate residential
mortgage loans towards the end of the first quarter of 2006. In addition, People’s invested $50 million in the first
quarter of 2006 and $150 million in the second quarter of 2005 in bank-owned life insurance, and contributed
$91.5 million to its employee retirement plan in September 2006.

Compared to 2005, total non-interest income, excluding net security losses, increased $1.2 million, or 19%;
total non-interest expense increased $2.5 million, or 1%; and the efficiency ratio improved to 61.3% from 62.8%.

The provision for loan losses was $3.4 million compared to $8.6 million in 2005. The provision. for loan
losses for 2006 reflects net loan charge-offs of $4.4 million, partiatly offset by a $1.0 million decrease in the
allowance for loan losses. The provision for loan losses in 2005 reflected net loan charge-offs of $6.1 million and
a $2.5 million increase in the allowance for loan losses. Net loan charge-offs decreased $1.7 million, or 28%, for
2006, compared to 2005. Net loan charge-offs as a percentage of average loans equaled 0.05%, down from
0.07% for 2005.

Comparison of Results of Operations for 2005 and 2004, People’s reported net income in 2005 of
$137.1 million, or $0.97 per diluted share, compared to $199.7 million, or $1.42 per dituted share in 2004.
Included in the 20035 results were a gain on the sale of three branches, a gain from the resolution of a significant.
contingency related to the sale of People’s credit card portfolio in 2004, an income tax benefit, a goodwill
impairment charge and expenses incurred in connection with the repurchase of subordinated notes and the
accelerated vesting of stock options. The 2004 results included the net gain on the sale of People’s credit card
business, liability restructuring charges, other nonrecurring expenses and an income tax benefit, In 2003,
People’s return on average assets was 1.27% and return on average stockholders’ equity was 11.1%.,

The net interest margin improved 35 basis points from 2004, reflecting a combination of People’s asset-
sensitive position and the ongoing shift of its asset mix from investment securities to higher-yielding loans. Other
important factors that affected the financial results in 2005 were strong loan growth in People’s commercial
banking and home equity lending portfolios; a 35% reduction in the provision for loan losses; growth in
fee-based revenues; and continued expense control,

On March 5, 2004, People’s completed the sale of its credit card business, which included $2.0 billion of
credit card receivables, as well as the transfer of its related credit card operations and 420 employees, to The
Royal Bank of Scotland Group. The net pre-tax gain on sale of $305.4 million is included in income from
discontinued operations for 2004 in the Consolidated Statemnents of Income.
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People’s utilized a portion of the proceeds from the sale of its credit card business to prepay slightly over
$1.0 billion of long-term borrowings. In addition, derivative positions with notional values of $770 million were
canceled. Liability restructuring costs totaling $133.4 million are included in total non-interest expense for 2004
in the Consolidated Statements of Income.

Business Segment Results

People’s operations are divided into two primary business segments that represent its core businesses,
commercial banking and consumer financial services. In addition, the treasury area is responsible for managing
People’s securities portfolio, short-term investments, wholesale funding activities, such as borrowings and the
funding center. The income or loss for the funding center, which includes the impact of derivative financial
instruments used for risk management purposes, represents the interest rate risk component of People’s net
interest income as calculated by People’s funds transfer pricing model (“FTP”), to derive each operating
segment’s net interest income.

Business Segment Performance Summary

Net Income
Years ended December 31 (in millions) 2006 2005 2004
Commercial Banking ... ... ... .uer oo $ 419 §$ 457 §$ 451
Consumer Financial Services .. ..ottt ittt it et 85.8 94.2 90.0
TIEABULY 0 v e st e et ettt e et 26.0) (25.00 (60.5)
Total reportable SEZMENTS ... .. .. it 10i.7 1149 74.6
1511171 o OO 22.3 222 1251
Total Consolidated . .......... . o i i e e $124.0 $137.1 $199.7

" People’s uses an internal profitability reporting system to generate information by operating segment, which
is based on a series of management estimates and allocations regarding funds transfer pricing, the provision for
loan losses, non-interest expense and income taxes. These estimates and allocations, some of which can be
subjective in nature, are continually being reviewed and refined. Any changes in estimates and allocations that
may affect the reported results of any business segment will not affect the consolidated financial position or
results of operations of People’s as a whole.

FTP is used in the calculation of each operating segment’s net interest income, and measures the value of
funds used in and provided by an operating segment. The difference between the interest income on earning
assets and the interest expense on funding liabilities, and the corresponding FTP charge for interest income or
credit for interest expense, results in net spread income. The provision for loan losses for the Commercial
Banking and Consumer Financial Services segments is generally based on a five-year rolling average net
charge-off rate for the respective segment. People’s allocates a majority of non-interest expenses to each business
segment using a full-absorption costing process. Direct and indirect costs are analyzed and pooled by process and
assigned to the appropriate business segment and corporate overhead costs are allocated to the business
segments. Income tax expense is allocated to each business segment using a constant rate, based on an estimate
of the consolidated effective income tax rate for the year.

In the second quarter of 2006, the results of the funding center, previously included in “Other,” were
reclassified to Treasury. In the first quarter of 2006, People’s revised its FTP methodology assumptions relating
to deposit products with indeterminate maturities, based on a comprehensive historical analysis of the implied
maturities and repricing characteristics of those deposits. As a result, the duration for most of those deposits was
lengthened, which in turn increased their value and corresponding FTP credit. Segment information for all
periods presented has been restated 1o reflect the changes resulting from the reclassification of the funding center
to Treasury and the revised FTP methodology assumptions.
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For a more detailed description of the estimates and allocations used to measure business segment
performance, see Note 21 to the Consclidated Financial Statements.

Commercial Banking consists principally of commercial lending, commercial real estate finance lending
and commerctal deposit gathering activities. This segment also includes the equipment financing operations of
PCLC, as well as cash management, correspondent banking and municipal banking.

Years ended December 31 (in millions) 2006 2005 2004
NELINETESt INCOME . . .. .ottt et e e e e e et e $ 1305 § 1297 § 1258
Provisionforloanlosses .......... .. ... .. i ... .. e 10.5 9.4 8.8
Non-interest income:
Fee-based revenues . ........ ... . 17.8 21.7 18.4
Other NON-INtErest INCOME . . ..ottt e et e 5.0 2.0 1.4
Total NON-INETESL INCOIMIE . . o .\ vt ettt ettt et e e et e e enns 22.8 23.7 19.8
NOD-IRIErest EXPENSe . .. ...ttt e et 78.3 737 67.4
Income before income tax expense . ...t i, 64.5 70.3 69.4
INCOME LAX EXPERSE . . o .\ttt e e e 22.6 24.6 243
Income from continuing OPerations ... ... ..........c.c.ceuunvennnn.., $ 419 § 457 $ 451
AVerage earning 55815 . ... ...ttt e $3,904.9 $3,620.9 $3,204.3
Average labilities ... ... .. e L1727 1,2705 1,1953
Y ear €0 ASSBIS . o vttt e et e e e e e 41550 3,812.2 35318

Commercial Banking income from continuing operations declined $3.8 mitlion, or 8%, in 2006 compared to
2005, primarily reflecting lower fee-based revenues and an increase in non-interest expense, partially offset by an
increase in other non-interest income. Net interest income increased $0.8 million, or 1%, reflecting a
$284 miltion, or 8%, increase in average earning assets, partially offset by narrower net spreads. The $3.9 million
decrease in fee-based revenues reflects lower lending-related charges and fees, primarily lower commercial real
estate finance loan prepayment penalties. The increase in other non-interest income primarily reflects a
$2.7 million increase in rental income on leased equipment. The $4.6 million, or 6%, increase in non-interest
expense reflects an increasc in direct expenses due to the continued growth in Commercial Banking, including a
$2.0 million increase in the amortization expense of equipment leased to commercial customers.

The increase in average earning assets compared to 2005 reflects increases of $183 million, or 35%, in
PCLC loans, and $127 million, or 10%, in commercial loans, partially offset by a $25 million, or 1%, decrease in
commercial real estate finance loans. Average commercial non-interest-bearing deposits totaled $939 million for
2006, a $43 million, or 4%, decrease compared 1o 2005, reflecting the current higher interest rate environment.

Commercial Banking income from continuing operations increased $0.6 million, or 1%, in 2005 compared
to 2004, reflecting increases in net interest income and fee-based revenues, partially offset by increases in
non-interest expense. Net interest income increased $3.9 million, or 3%, reflecting a $417 million, or 13%,
increase in average earning assets, partially offset by narrower net spreads. The $3.3 million increase in
fee-based revenues reflects higher lending-related charges and fees, primarily higher commercial real estate
finance loan prepayment penalties. The $6.3 million, or 9%, increase in non-interest expense reflects a
$5.3 million increase in allocated expenses, due to the continued growth in this business during 2005 and a
higher level of charges related to loan prepayments.

The increase in average earning assets compared to 2004 reflects increases of $224 million, or 21%, in
commercial loans, $164 million, or 46%, in PCLC loans and $30 million, or 2%, in commercial real estate
finance loans. Average commercial non-interest-bearing deposits grew $43 nillion, or 5%, on a year-over-year
basis.
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Consumer Financial Services includes, as its principal business lines, consumer deposit gathering
activities, and residential mortgage, home equity and other consumer lending (excluding the national consumer
loan portfolio, which is reported in “Other™). In addition to trust services, this segment also includes brokerage,
financial advisory services, investment management services and life insurance provided by PSI, and other
insurance services provided through RC Knox.

Years ended December 31 {in millions}) 2006 2005 2004
Net interest INCOME .. oo\ttt et iae e e aae e aaas $ 2564 $ 2664 $ 2680
Provision for loan losses ... ... .. i e 30 3.5 33
Non-interest income:
Fee-based revERUES .. ..o\ttt it et i e i s 135.1 129.0 123.7
Net gains on sales of residential mortgageloans . .................... 2.0 4.0 3.7
Gainonsaleofbranches . ..., ... . . i i e — 8.1 —
Other NON-INTETESt INCOMIE . v v\ v v e e oo et ee et e iraaneees 34 2.4 2.1
Total NON-INIErESTINCOME .. .. ottt et e e ea ettt anaes 140.5 143.5 129.5
NON-INEErESt EXPENSE . . .o\ ittt et ea e iee e eiaa e ciie e iiaanens 261.3 259.4 252.1
Income before income tax expense . ...t 132.6 147.0 142.1
INCOME tAX BXPEMSE - .. ..ttt eaaaa e e 46.8 52.8 52.1
Income from continuing OPerations ................vieieeneenniony $ 858 § 942 % 900
AVErage earning asSeS ... .. ..ottt e $5,086.6 $4,6349 $4,148.2
Average liabilities ......... . . . 7.807.8 7,7624 17,6260
Y ear @0 ASSEES . . o vt e e e e 5,366.4 4,900.7 44879

Consumer Financial Services income from continuing operations decreased $8.4 million, or 9%, in 2006
compared to 2005, primarily due to decreases in net interest income and net gains on sales of residential
mortgage loans, partially offset by higher fee-based revenues. Additionally, results for 2005 included the
$8.1 million gain on sale of branches. The decrease in net interest income primarily reflects the reduction in net
spread interest income for residential mortgage loans and the decline in net interest spread from an unfavorable
shift from savings and money market deposits to higher-rate time deposits, partially offset by the benefit of an
increase in average loan balances. The shift in deposit mix reflects an increase in higher-rate time deposits,
partially offset by a decline in savings and money market deposits. During 2006, average earning assets increased
$452 million, or 10%, including increases of $345 million, or 10%, in average residential mortgage loans and
$106 million, or 9%, in average home equity loans. People’s purchased $170 million of adjustable-rate
residential mortgage loans towards the end of the first quarter of 2006. Average consumer deposits totaled
$7.7 billion, a 1% increase compared to 2005.

The increase in fee-based revenues in 2006 compared to 2005 primarily reflects an increase in service
charges on deposit accounts related to changes in People’s fee structure, The increase in other non-interest
income reflects a $0.7 million net gain from the sale of a corporate insurance account by RC Knox. Included in
non-interest income in 2005 was an $8.1 million gain on the sale of three branches. The increase in non-interest
expense reflects a $3.8 million increase in allocated expenses in 2006, partially offset by a $2.0 million goodwill
impairment charge in 2005.

Consumer Financial Services income from continuing operations increased $4.2 million, or 5%, in 2005
compared to 2004. Fee-based revenues increased $5.3 million compared to 2004, reflecting increases in service
charges on deposit accounts and insurance revenue. Included in non-interest income in 2005 was an $8.1 million
gain on the sale of three branches. The increase in non-interest expense reflects a $7.6 million increase in
allocated expenses and a $2.0 million goodwill impairment charge in 2005 resulting from the decision 1o
combine OMIA, previously a separate operating subsidiary, with one of People’s other businesses within the
Consumer Financial Services segment (see Note 1 to the Consolidated Financial Statements).
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In 2005, average earning assets increased $487 million, or 12%, including increases of $250 million, or 8%,
in average residential mortgage loans and $228 million, or 25%, in average home equity loans. Average
consumer deposits increased $90 million, or 1%, compared o 2004,

Treasury encompasses the securities portfolio, short-term investments, wholesale funding activities, such as
boirrowings and the funding center. The income or loss for the funding center, which includes the impact of
derivative financial instruments used for risk management purposes, represents the interest rate risk component
of People’s net interest income as calculated by People’s funds transfer pricing model (“FTP"), to derive each
operating segment’s net interest income. Under this process, a money desk (the funding center) buys funds from
liability-generating business lines (such as consumer deposits) and sells funds to asset-generating business lines
(such as commercial lending). The price at which funds are bought and sold on any given day is set by People’s
treasury group and is based on the wholesale cost to People’s of assets and liabilities with similar maturities.
Liability-generating businesses sell newly originated liabilities to the money desk and recognize a funding credit,
while asset-generating businesses buy funding for newly originated assets from the money desk and recognize a
funding charge. Once funding for an asset is purchased from or a liability is sold to the money desk, the price that
is set by the treasury group will remain with that asset or liability until it matures or reprices, which effectively
transfers responsibility for managing interest rate risk to the treasury group.

Years ended December 31 (in millions) 2006 2005 2004
Net interest income (10S5) . ... vttt et e e 5(26.2) § (43.0) § (884
Non-interest income:
Fee-based revenues . ........ ... . oiiiiuiii i — 0.5 —
Net security JOSSES . ... ... i e (27.4) — 4.5)
Bank-owned hifensurance ... ... ... ..o i . 9.1 33 —
Other nON-INtereStiNCOME . ...t it it i et it e iaens 0.1 0.3 0.1
Total non-interest income ..................... e (18.2) 4.1 4.4)
NON-INterest eXPense .....vovevveneennennerens. e 0.5 14 0.2
Loss before income tax eXpense . . . ... .cve et e e (44.9) (40.3) (93.0)
Income tax b_eneﬁl .................................................. (18.9) (13.3) 32.5)
Loss from continuing operations ...............0 oo iiiiriiinaaniann $(260) $ (25.00 $ (60.5
Average earniMZ aSSELS . . . . ..t $3785 31,7659 3524038
Average liabilities ... ... . . . e 234.1 282.5 480.8
Y ear e A550S . . o oot e e e e 4690 1,5532 20868

Treasury’s loss from continuing operations in 2006 compared to 2005 reflects $27.4 million of net security
losses, partially offset by a $16.8 million improvement in net interest income and the income from People’s
investment in bank-owned life insurance (“BOLI) of $9.1 million ($13.7 million on a taxable-equivalent basis).

The improvement in net interest income reflects the funding center’s net spread loss declining by
$31.8 million, partially offset by a $15.0 million decline in treasury’s net spread income. The reduction in
treasury’s net spread income reflects a $934 mitlion decline in average securities and an increase in the FTP
charge for funding the BOLI investment (with no offsetting interest income as BOLI income is recorded in
non-interest income). The improvement in the funding center’s net spread loss reflects the rising interest rate
environment and the asset sensitive position of People’s balance sheet.

Average earning assets decreased $887 million, or 50%, reflecting a $934 million, or 54%, decline in
average securities from 2005 given People’s sale of its debt securities portfolio during 2006 as part of
restructuring activities to better position People’s balance sheet for the prevailing interest rate environment, The
debt securities portfolio totaled $27 million at December 31, 2006, compared to $1.3 billion at December 31,
20035, reflecting the sale of approximately $1.1 billion of securities and the substitution of securities with higher-
yielding loans. Average securities comprised 8% of average earning assets in 2006, compared to 17% in 2005,
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The improvement in treasury’s loss from continuing operations in 2005 compared to 2004 reflects a
$45.4 miilion improvement in net interest income and an increase in non-interest income (attributable to BOLI
income of $3.3 million in 2005 and $4.5 million of net security losses in 2004).

The improvement in net interest income reflects the funding center's net spread loss declining by
$49.7 million, partially offset by a $4.3 million decline in treasury’s net spread income. The reduction in
treasury’s net spread income reflects a $510 million decline in average securities. The improvement in the
funding center’s net spread loss reflects the rising interest rate environment and the asset sensitive position of
People’s balance sheet.

People’s invested $150 million in a BOLI program in the second quarter of 2005 with proceeds from
maturing securities. Increases in the cash surrender value of BOLI are included in non-interest income and
totaled $3.3 million in 2005, People’s invested an additional $50 million in BOLI in February 2006 with
proceeds from maturing securities. Average securities comprised 17% of average earning assets in 2005,
compared to 23% in 2004.

Other includes the residual financial impact from the allocation of revenues and expenses and certain
revenues and expenses not attributable to a particular segment. This category also includes: revenues and
expenses relating to the national consumer loan portfolio; liability restructuring costs; certain nonrecurring items;
income from discontinued operations, including the gain on the sale of the credit card business; and benefits from
completed Internal Revenue Service audits in each of the three years. Included in period-end assets are cash,
national consumer loans, premises and equipment, and other assets,

Years ended December 31 (in millions) 2006 2005 2004
Net Interest iCOME . .. ..ttt et et e aaans $21.7 $ 166 § 217
Provision for loan JoSSES . . ..ottt i it e e et e (10.1) 4.3) 1.2
INON-INEErESE INCOME L o vttt i ettt e s oo s e et e et aa e 2.3 2.0 6.8
Liability restructuring COstS . ... .. .. oot e — 2.7 1334
Other NON-INIETESE EXPENSE . oo\ o v v e et e e e ae ettt ana e a e ees 6.8 72 26.6
Income (loss) before income tax expense (benefit) ..................... .. 27.3 13.0 (1327
Income tax expense (benefit) ...... ... . ... ..l 7.3 2.0 (52.5)
Income (loss) from continuing operations ................. e 20.0 11.0 (80.2)
Income from discontinued operations, netof tax ............. ... it 2.3 5.0 6.8
Gain on sale of discontinued operations, netoftax ............... . ... .. .. ... — 6.2 198.5
Income from discontinued operations . . ............... ... o i 23 1127 2053
NEEIMCOMIE « o vttt et et ettt et e e e e tma e e ee s $ 223 $222 §$125.1
Average labilities .. ... . ... . e $246.9 3264.5 $316.0

YEar @00 BSSELS .+ o v v v v s e e e e e e e e e e e 696.5 6604 611.4

Net Interest Income

Net interest income and net interest margin are affected by many factors, including changes in average
balances; interest rate fluctuations and the slope of the yield curve; sales of loans and securities; residential
mortgage loan and mortgage-backed security prepayment rates; product pricing; competitive forces; the relative
mix, repricing characteristics and maturity of earning assets and interest-bearing liabilities; non-interest-bearing
sources of funds; hedging activities; and asset quality.
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Net Interest Margin
Years ended Deccember 31 (percent)

3.68 3.87
.24 .33 — -
2.89 _ :
-
1 ) L] L] ) 1
2002 2003 2004 2005 2006

Net Interest Income
Years ended December 31 (dollars in millions)

370 382

318 327
284

2002 2003 2004 2005 2006

In response to signs of an expanding U.S. economy, since June 2004 the Federal Reserve Board increased
the targeted federal funds rate 17 times by a total of 425 basis points, bringing the rate to 5.25% as of June 30,
2006. Given the asset sensitive position of the balance sheet, the net interest margin has generally benefited from
these interest rate increases. There have been no additional increases in the targeted federal funds rate between
June 30, 2006 and December 31, 2006.

2006 Compared to 2005

Net interest income increased $13 million, or 3%, and the net interest margin improved 19 basis points to
3.87% for 2006 compared to 2005. The increase in net interest income reflects a $74 miltion increase in total
interest and dividend income, partially offset by a $61 million increase in total interest expense.

Average earning assets totaled $9.8 billion for 2006, a $173 million, or 2%, decrease from 2005, while the
asset mix continued to shift. The shift in asset mix from securities to higher yielding loans continued to benefit
the net interest margin. Average loans increased $715 million, or 9%, while average securities declined
$934 million, or 54%, for 2006 compared to 2005. As a result, average loans and average securities comprised -
91% and 8%, respectively, of average earning assets for 2006 compared to 82% and 17%, respectively, for 2005.
The yield earned on the total loan portfolio was 6.10% for 2006 while the yield earned on securities was 3.74%,
compared to 5.41% and 3.47%, respectively, for 2005.
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Growth in loans reflects increases of $345 million, or }0%, in average residential mortgage loans,
$285 million, or 8%. in average commercial banking loans and $85 million, or 7%, in average consumer loans
for 2006 compared to 2005. The increase in average residential mortgage loans reflects, in part, the purchase of
$170 million of adjustable rate mortgage loans towards the end of the first quarter of 2006.

The growth in average commercial banking loans for 2006 compared to 2005 reflects a $183 million, or
35%, increase in average PCLC loans and a $127 million, or 10%, increase in average commercial loans,
partially offset by a $25 miilion, or 1%, decrease in average commercial real estate finance loans. Included in
average commercial loans and average commercial real estate finance loans were increases of $44 million, or
15%, and $59 million, or 40%, in the respective national credits portfolios.

The growth in average consumer loans for 2006 compared to 2005 continues to reflect a shift in mix as an
increase of $108 million, or 9%, in home equity loans was partially offset by a $21 million, or 81%, reduction in
higher-yielding unsecured national personal installment foans, which continue to run off as a result of a
management decision to discontinue this type of lending.

The significant decrease in the average securities portfolio for 2006 compared to 2005 reflects the
substitution of securities with higher-yielding loans as securities pay down and mature, as well as the partial
impact of security sales during 2006 to better position People’s balance sheet for the prevailing interest rate
environment. People’s sold $810 million and $266 million of debt securities in the third and second quarters of
2006, respectively, and used the proceeds to fund loan growth and pay down borrowings. The duration of the
remaining securities portfolio was approximately 0.07 years at December 31, 2006. In addition to funding loan
growth, People’s invested $50 million in the first quarter of 2006 and $150 million in the second guarter of 2005
in a bank-owned life insurance program with proceeds from maturing securities, The earnings from bank-owned
life insurance are reported in non-interest income in the Consolidated Statements of Income.

The overall 84 basis point improvement in the yield on average earning assets for 2006 compared to 2005
primarily reflects increases in market interest rates since June 2004 and the ongoing shift in asset mix. The
interest rate increases initiated by the Federal Reserve continue to have a beneficial effect on the earning asset
yield as approximately 29% of the loan portfolio at December 31, 2006 has floating interest rates.

Average funding liabilities totaled $9.3 billion for 2006, down $113 mitlion or 1% compared with 2005.
Average core deposits increased $50 million, or 1%, to $8.9 billion and comprised 95% of average funding
liabilities, compared to 949% in 2005, Average interest-bearing core deposits increased $101 million, or 2%, and
average non-interest-bearing core deposits decreased $51 million, or 2%, reflective of People’s strategy of
funding oan growth with proceeds from maturities, sales and repayments of securities rather than core deposits.

The 68 basis point increase to 2.15% from 1.47% in the rate paid on average funding liabilities for 2006
compared to 2005 primarily reflects increases in market interest rates since June 2004 and the ongoing shift in
deposit mix. The rates paid on average core deposits increased 70 basis points in 2006, reflecting increases of
115 basis points in time deposits and 36 basis points in savings and money market deposits in response (o rising
market interest rates. The change in the mix of average interest-bearing core deposits reflects a $660 million, or
25%, increase in higher-rate time deposits, partially offset by a $559 miltion, or 14%, decline in savings and
money market deposits, reflecting customers’ preferences for deposit products with higher interest rates given the
prevailing interest rate environment. Average time deposits comprised 37% of average total core deposits,
compared to 30% for 2003. Further shifts in deposit mix to higher-rate deposits are likely to raise People’s
overall cost of funding.

Average purchased funds decreased $37 million, or 10%, and average subordinated notes decreased
$16 million, or 13%, in 2006 compared to 2005.
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2005 Compared to 2004

Net interest income increased $43 million, or 13%, and the net interest margin improved 35 basis points to
3.68% in 2005 compared to 2004. The increase in net interest income reflects a $71 million increase in total
interest and dividend income, partially offset by a $28 million increase in total interest expense.

Average earning assets totaled $10.0 billion in 2005, 2 $205 million, or 2%, increase from 2004, while the
asset mix continued to shift. Average loans increased $836 million, or 11%, while average securities and average
short-term investments declined a combined $631 million, or 26%. As a result, average loans and average
securities comprised 82% and 17%, respectively, of average earning assets, compared to 75% and 23%,
respectively, in 2004. The yield earned on the total loan portfolio was 5.41% in 2003 while the vield earned on
securities and short-term investments was 3.45%, compared to 4.90% and 3.23%, respectively, for 2004.

The total average commercial banking lean portfolio increased $418 million, or 13%, in 2005 compared to
2004, reflecting increases of $224 million, or 21%, in commercial loans, $164 million, or 46%, in PCL.C loans
and $30 million, or 2%, in commercial real estate finance loans. Included in average commercial loans and
average commercial real estate finance loans were increases of $83 million, or 41%, and $8 million, or 5%, in the
respective national credits portfolios.

Average residential mortgage loans increased $250 million, or 8%, in 2005 compared to 2004, while
average consumer loans increased $168 miilion, or 16%. Consumer loans continued to reflect a shift in mix as
growth of $228 million, or 25%, in home equity loans generated by the Connecticut franchise was partially offset
by a $60 millicn, or 70%, reduction in higher-yielding unsecured national personal installment loans, which
continued to run off as a result of a management decision to discontinue this type of lending. The growth in home
equity lending reflected a combination of the emphasis placed on this line of business by People’s, as well as
nationwide trends.

The $510 million, or 23%, decrease in the average securities portfolio in 2005 compared to 2004 reflected
the substitution of securities with higher-yielding loans as securities paid down and matured. The duration of the
securities portfolio was approximately 1.7 years at December 31, 2005. In addition, People’s invested
$150 million in a bank-owned life insurance program with proceeds from maturing securities in 2003.

The overall 61 basis point improvement in the yield on average earning assets in 2005 compared to 2004
primarily reflected the increase in market interest rates since June 2004 and the ongoing shift in asset mix. The
interest rate increases initiated by the Federal Reserve had a beneficial effect on the earning asset yield as
approximately 30% of the loan portfolio had floating interest rates.

In 2005, average funding liabilities totaled $9.4 billion, essentially flat with 2004 before the allocation of
funding liabilities to discontinued operations. Average core deposits increased $224 million, or 3%, and
comprised 94% of average funding liabilities in 2005 compared to 91% in 2004 before the allocation of funding
liabilities to discontinued operations, Average non-interest-bearing core deposits increased $98 million, or 5%,
and average interest-bearing core deposits increased $126 million, or 2%, due in part to People’s focus on
growing core deposits during 2005.
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The 27 basis point increase to 1.47% from 1.20% in the rate paid on average funding liabilities in 2005
compared to 2004 primarily reflected the increase in market interest rates throughout 2005 and the shift in
deposit mix. The rates paid on average core deposits increased 32 basis points in 2005, reflecting increases of 50
basis points in time deposits and 25 basis points in savings and money market deposits in response to rising
market interest rates, partially offset by growth in non-interest-bearing core deposits. The change in the mix of
average interest-bearing core deposits reflected a $377 million, or 17%, increase in higher-rate time deposits,
partially offset by a $251 million, or 6%, decline in savings and money market deposits, reflecting customers’.
preferences for deposit products with higher interest rates. Average time deposits comprised 29% of average total
deposits in 2005, compared to 26% in 2004.

Average purchased funds decreased $186 million, or 33%, and average subordinated notes decreased
$25 million, or 17%, in 2005 compared to 2004. In December 2005 People’s repurchased $13.5 million of its
9.875% subordinated notes due 2010.

In the first quarter of 2004, People’s used a portion of the proceeds from the sale of its credit card business
to pay down interest-bearing liabitities. The repayment of slightly over $1 billion in high-cost wholesale
liabilities and the cancellation of $770 million in derivative positions relating to a portion of these liabilities had
a net beneficial impact on the net interest margin in 2004.

Average Balance, Interest and Yield/Rate Analysis

The table on the following page presents average balance sheets, interest income, interest expense and the
corresponding average yields earned and rates paid for the years ended December 31, 2006, 2005 and 2004. The
average balances are principally daily averages and, for loans, include both performing and non-performing
balances. Interest income on loans includes the effect of deferred loan fees and costs accounted for as yield
adjustments, but does not include interest on loans for which People’s has ceased to accrue interest. The impact
of People’s use of derivative instruments in managing interest rate risk is also reflected in the table, classified
according to the instrument hedged and the risk management objective.

For 2004, the net interest margin, net interest income and average funding liabilities reflect a reduction in
funding liabilities and interest expense relating 10 the earning assets of the credit card business that were
reclassified to discontinued operations for the periods prior to the sale in the first quarter of 2004. Interest
expense was allocated to discontinued operations for 2004 by applying the weighted-average cost of funds
previously used for credit card segment reporting purposes to the average eaming assets of the discontinued
operations for 2004, with a corresponding reduction in total interest expense.
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Average Balance, Interest and Yield/Rate Analysis

Years ended December 31
(dollars in millions)

Earning assets:
Short-term investments . . . . ..
Securities purchased under
agreements to resell
Securities (1} .. ............
Loans:
Residentiat mertgage . ..
Commercial
Commercial real estate
finance
Consumer

Total loans

Total earning
assets

Funding liabilities:
Deposits:
Non-interest-bearing
deposits
Savings, interest-bearing
checking and money
market
Time

Total core
deposits ........
Non-core deposits

Total deposits

Borrowings:
Federal funds
purchased
FHLB advances
Repurchase
agreements

Total borrowings . .
Subordinated notes

Total ............
Funding liabilities allocated to
discontinued operations

(2}

Total funding
liabilities . ... ...

Excess of earning assets over
funding liabilities

Net interest income/spread . . .

Net interest margin

2006 005 2004
Average Yield/  Average Yield/  Average Yield/
Balance  Interest Rate Ralance Interest Rate Balance  Interest Hate
$ 1066 $ 53 497%$ 545 $§ 15 286% % 1980 $ 23 1.19%
16.6 08 498 228 1.0 4.22 — — —
803.8 300 374 1,737.8 603 347 2,248.0 725 323
37588 1832 493 34133 1547 4.33 31634 137.7 435
2,135.7 146.5 6.86 1,825.5 108.7 595 1,437.6 733 5.10
1,765.1 126.0 7.14 1,790.5 116.2 649 1,760.7 1050 596
1,288.3 88.3 6_32 1,203.3 65.8 &Z 1,035.0 46.7 iﬂ
89479 546.0 6_1 82326 4454 ﬂ 7,396.7 362.7 i_?_g
$9.874.9 $582.1 5_.9_0% $10,047.7 $508.2 &(2% $9.842.7 $437.5 4.45%
$2,090.7 § — — %% 2,1420 § — — % $2,0437 § — — %
3,464.3 492 142 4,023.4 426 1.06 4,274.7 344 0.81
33087 1288 3_!29_ 2,648.8 2.6 Eﬁ_ 2,271.5 50.9 gﬁ
3.863.7 178.0 2.01 8,814.2 1152 1.31 8,5899 853 099
1184 2.1 _lﬂ 167.2 2.3 1_4Q 198.5 1.4 0_6_9
8,982.1 180.1 & 89814 1175 1_3_1_ 8,788.4 86.7 (_)_9_9
158.2 76 478 250.5 79 3.19 249.6 32 1.25
472 24 515 50.3 14 273 176.1 94 532
—_ - — 1.7 0.1 Zﬂ. 36.1 1.0 .2_9_1
2054 10.0 4.87 302.5 94 311 461.8 13.6 294
105.0 9.6 21_ 121.2 11,3 & 146.5 13.4 9_1_6
9,292.5 9,405.1 9,396.7
— - — - - (203.6) (3.6) I_'IZ
$9.292.5 $199.7 &% $ 9405.1 $138.2 ﬂ% $9,193.1 $110.1 I_.Q_Q%
$ 5824 $ 6426 $ 6496
$3824 E% $370.0 E% $327.4 ES_%
387% 3.68% 3.33%
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(1) Average balances and yields for securities available for sale are based on amortized cost.
(2) Represents an allocation of funding liabilities and interest expense to discontinued operations.

Volume and Rate Analysis

The following table shows the extent to which changes in interest rates and changes in the volume of
average earning assets and average interest-bearing liabilities have affected People’s net interest income. For
each category of earning assets and interest-bearing liabilities, information is provided relating to: changes in
volume (changes in average balances multiplied by the prior year’s average interest rate}; changes in rates
(changes in average interest rates multiplied by the prior year’s average balance); and the total change. Changes
attributable to both volume and rate have been allocated proportionately.

2006 Compared to 2005 2005 Compared to 2004
Increase {Decrease) Increase (Decrease)
W Volume  Rate Total Volume  Rate Total
Interest and dividend income:
Short-term INVESIMENIS .. ..ot e e et e i iannn $ 21 $17 & 38 $(25 $1.7 % (08
Securities purchased under agreements to resell ...... 03 0l (0.2) 1.0 — 1.0
SECUTILIES .« vttt it i et (34.6) 43 (303) (174 52 (122)
Loans:
Residential mortgage . ...................... 164 141 30.5 11.2 5.8 17.0
Commercial .........0 i 200 178 37.8 21.8 136 354
Comimercial real estate finance .. ............. (1.7y 115 0.8 1.8 94 11.2
CONSUITIET o\ vt v et v ettt eeieieanne s 49 176 22.5 83 108 19.1
Totalloans ...........coiiivinennnenn, 396 61.0 100.6 43.1 396 82.7
Total change in interest and dividend
INCOME ..t teere i e e 68 671 739 242 46.5 70.7
Interest expense:
Deposits:
Savings, interest-bearing checking and money
market . ... e e 6.3) 13.1 6.6 2.1) 103 8.2
TITE .ot e e 209 353 56.2 9.3 124 217
Total core deposits ..................... 144 484 62.8 7.2 227 299
Non-coredeposits ..., 08 0.6 0.2y (0.2) 1.1 0.9
Total deposits .............iiiii. 136 490 62.6 7.0 238 30.8
Borrowings:
FHLB advances ......... . cccciiiiionaoiin. 0.1) 1.1 1.0 4.8 (G2 @GO
Federal funds purchased . .................... (3.6) 33 (0.3) — 47 47
Repurchase agreements ..................... on — {0.1) 09y — 09
Total borrowings . ......... .. ... ... (3.8 44 0.6 (5.7) 1.5 4.2)
Subordinated notes .......... ... .. i (1.5) (0.2) an - 23 02 .1
Funding liabilities allocated to discontinued operations . ... — — — 36 — 36
Total change in interest expense .. ......... 83 532 61.5 26 255 28.1

Change in net interest income . ........... $(1.5) $139 $ 124 $21.6 3210 $426
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The following table provides the weighted average yields earned and rates paid for each major category of
earning assets and funding liabilities as of December 31, 2006.

As of December 31, 2006 {dollars in millions) Actual Balance Yield/Rate
Earning assets:
Short-term investments .. ............. . i i, 3 2246 5.22%
SeCUIItIS . .. o e 71.5 6.00
L0anS .. e PO 9,371.7 6.40
Total earning assets .. ...... ... . it i e $9,673.8 6.37%
Funding liabilities:
Non-interest-bearing deposits . ...ttt i i $2,294.4 — %
Savings, interest-bearing checking and money market deposits ............. 3,205.2 1.39
Time dePosils . ... ... e e e 3,583.0 4,45
BOITOWINS . oo 4.1 5.15
Subordinated NOtES . . .. ... e 65.3 9.88
Total funding Habilities . ..........c. i iiiriiinr i iiieieeennnns $9,152.0 2.30%

Non-Interest Income

Percentage
Increase (Decrease)
Years ended December 31 (dollars in millions) 2006 2005 2004 2006/2005  2005/2004
Fee-based revenues:
Service charges on depositaccounts . . ................ $ 778 §$ 724 $ 692 7.5% 4.6%
INSUrance revenue . ......... ... 273 28.0 279 2.5) 0.4
Brokerage commissions . ......... ... ... oo 12.2 11.7 12.6 4.3 .10
Other fee-based revenues:
Other banking service charges andfees ............. 16.1 15.5 144 39 7.6
Investment management fees ..................... 11.0 10.6 9.9 38 7.1
Otherfees ....... ... ... . i i, 3.6 133 89 (353) 49.4
Total other fee-based revenues ., .................. 357 394 332 (9.4) 18.7
Total fee-based revenues .. ...................... 153.0 1515 1429 1.0 6.0
Net security gains (losses): '
Equity securities available forsale ................... 0.1 — 03y no/m n/m
Debt securities available forsale .................... (27.4) — (4.4) n/m n/m
Trading account securities . .............ovvennan .. 0.1 0.1 _ n/m n/m
Total net security losses ........... e (27.2) 0.1 4.7 n/m n/m
Net gains on sales of residential mortgage loans ............ 2.0 4.0 37 (50.0) 8.1
Gainonsaleofbranches . ............ ... ... ... ... ... — 8.1 — n/m n/m
Bank-owned lifeinsurance .................... .. ... 9.1 33 -~ n/m n/m
Other non-interest iNCOME .., ...ttt t i i, 10.5 6.5 9.8 61.5 (337
Total non-interestincome ...................... . %1474 $173.3 81517 (14.9)% ' 142%

n/m—not meaningful

Non-interest income (especially fee-based revenues) is an important revenue source for People’s that can
mitigate the impact of interest rate volatility on net interest income. People’s has focused on enhancing these
revenue streams by leveraging its commercial banking relationships, growing existing fee-based revenue
generating businesses, and strengthening its retail delivery network and products.
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Total non-interest income decreased $25.9 million, or 15%, in 2006, compared to 2005, reflecting net
security losses of $27.4 million as part of balance sheet restructuring activities in 2006 and an $8.1 million gain
on sale of branches in 2005. Excluding net security losses from both periods and the branch sale gain from 2005,
total non-interest income would have increased $9.3 million, or 6%, reflecting higher fee-based revenues, higher
bank-owned life insurance income and higher other non-interest income, partially offset by lower net gains on
sales of residential mortgage loans. : '

Revenue from service charges on deposit accounts increased $5.4 million, or 7%, compared to 2005,
reflecting changes in People’s fee structure implemented in both the second quarter of 2006 and the third quarter
of 2005 to close the gap between People’s pricing practices and those of the competition, partially offset by the
impact of higher usage by the public of the cash back option at point of sale locations.

Insurance revenue declined $0.7 million, or 2.5%, in 2006, reflecting industry-wide trends for this business,
characterized as a soft market with lower pricing for renewals, as well as reductions related to the sale of a large
corporate account in the third quarter of 2006.

Other banking service charges and fees increased $0.6 million in 2006, primarily due to growth in retail
banking fees associated with higher levels of Personal Identification Number (“PIN") debit interchange fees
resulting from customer preferences for debit card-related transactions. PIN debit interchange refers to the
revenue generated when a customer uses their PIN to make a purchase with their debit card. People’s earns a
portion of the purchase amount whenever its customers use their debit card at a retail merchant. This
“interchange” is paid by the retail merchant. Other fees decreased $5.1 million, reflecting lower lending-related
charges and fees, primarily lower commercial real estate loan prepayment penalties.

As previously discussed, $810 million and $266 million of debt securities were sold in the third and second
quarters of 2006, respectively, resulting in net security losses of $23.4 million and $4.0 million for the respective
periods. People’s also sold $25 million in securities purchased under agreements to resell in the third quarter of
2006 at a loss of $0.3 million, which is reported in other non-interest expense. These transactions were
undertaken to better position People’s balance sheet for the prevailing interest rate environment.

Net gains on sales of residential mortgage loans decreased $2.0 million in 2006, reflecting lower residential
mortgage loan origination volume and subsequent lower levels of fixed-rate loan sales. Sales volume of fixed-
rate residential mortgage loans decreased approximately 40% in 2006, which is consistent with the 39% decrease
in fixed-rate residential mortgage originations compared to 2005, Residential mortgage originations totaled
$1.1 billion in 2006, compared to $1.4 bitlion in 2005.

People’s invested an additional $50 million in the first quarter of 2006 in bank-owned life insurance, after
an initial investment of $150 million in the second quarter of 2005 to help defray the rising costs of employee
benefits. Increases in the cash surrender value of bank-owned life insurance are included in non-interest income
and totaled $9.1 million in 2006 ($13.7 million on a taxable-equivalent basis), compared to $3.3 million
($5.1 million on a taxable-equivalent basis) for 2005.

The increase in other non-interest income compared to 2005 reflects a $2.7 million increase in rental income
resulting from the higher level of equipment leased to PCLC customers. In addition, other non-interest income
for the 2006 period includes a $0.7 million net gain from the sale of a large corporate insurance account by RC
Knox, a $0.7 million gain from the redemption of common stock received in conjunction with the MasterCard
Incorporated initial public offering given People’ debit card business and $0.6 million of interest related to the
completion of a federal tax audit. '

Total non-interest income increased $21.6 million in 2005 compared to 2004, reflecting an $8.1 million gain
on the sale of three branches, higher fee-based revenues, higher bank-owned life insurance income and higher net
security losses in 2004, partially offset by a reduction in other non-interest income in 2005 due to the elimination
of servicing income from The Royal Bank of Scotland Group (“RBS”), which purchased People’s credit card
business in 2004.
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Service charges on deposit accounts increased $3.2 million compared to 2004, reflecting changes in
People’s fee structure implemented in the third quarter of 2005 to close the gap between People’s pricing
practices and those of the competition, partially offset by the impact of promotional campaigns on certain
commercial and retail checking fees that began in the third quarter of 2004,

Insurance revenue reflects higher commissions earned by RC Knox in a soft insurance market, offset by
lowet contingent commission revenue and lower fee-based revenues from the sale of life insurance products
offered in People’s branch network. The decrease in brokerage commissions primarily reflects lower fees
received from sales of annuity products.

Other banking service charges and fees increased primarily due to growth in retail banking fees associated
with higher levels of PIN debit interchange fees resulting from customer preferences for debit card-related
transactions. The increase in other fees reflects higher lending-related charges and fees, including higher
commercial real estate loan prepayment penalties received as a result of the low interest rate environment in
2005.

People’s invested $150 million in the second quarter of 2005 in a bank-owned life insurance program to
help defray the rising costs of employee benefits. Increases in the cash surrender value of bank-owned life

insurance are included in non-interest income and totaled $3.3 million in 2003,

Included in other non-interest income in 2004 was $4.8 mllion of servicing income related to the interim
servicing agreement with RBS following the credit card sale,

Non-Interest Expense

Percentage
Increase (Decrease)

Years ended December 31 (dollars in millions) 2006 2005 2004 2006/2005  2005/2004
Compensation and benefits . ............................ $202.9 %1955 $194.3 3.8% 0.6%
Occupancy and equipment .......... ... ... .. .. 62.2 62.4 69.3 (0.3) (10.0)
Professional and outside servicefees ..................... 243 26.1 25.8 (6.9) 1.2
Advertising and promotion . . ... ... .. ... 10.3 9.9 9.8 4.0 1.0
Stationery, printing and postage . .......... ... .. ........ 7.5 7.1 8.0 5.6 (1.3}
Amortization of other acquisition-related intangibles ........ 1.1 1.8 34 (389 @471
Other non-interest @XPeNse .. ... veie e, 38.6 36.9 357 4.6 3.4

Total ... e 3469 339.7 3463 2.1 (1.9)
Liability restructuring €osts ........ .. ..o iiiiiann... — 27 1334 n/m n/m
Goodwill impairment charge ............. ... .......... — 2.0 — n/m n/m

Total non-interest EXPense ..........c.oveeeeennnnn. .. $346.9 $344.4 $479.7 0.7% (28.2)%

Efficiency ratio ......... ... i 61.3% 62.8% 069.2%

wm—not meaningful

Total non-interest expense in 2006 increased $2.5 million, or 1%, compared to 2005, primarily reflecting
higher compensation and benefits and lower professional and outside service fees. The improvement in People’s
efficiency ratio in 2006 reflects a $22.8 million, or 4%, increase in revenue.

Total non-interest expense in 2006 included the following items: severance-related expenses totaling
$1.6 million (recorded to compensation and benefits); a $0.3 million charge related to the sale of $25 million of
securities purchased under agreements to resell as part of balance sheet restructuring activities (recorded to other
non-interest expense); and a $0.9 million charge related to the resolution of an RC Knox contingency (recorded
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to other non-interest expense). Total non-interest expense in 2005 included the following items: liability
restructuring costs of $2.7 million; a $0.7 million charge related to the accelerated vesting of stock options
(recorded 10 compensation and benefits); and a $2.0 million goodwill impairment charge. Excluding these
expenses from the respective years, total non-interest expense in 2006 would have increased $5.1 million, or 2%,
compared to 2005.

Compensation and benefits increased $6.5 million, or 3%, compared to the 2005 period, after excluding the
items discussed above. The increase reflects the combination of normal merit increases, higher accruals for
incentive compensation, and increased pension costs, partially offset by lower health care expenses. On
September 29, 2006, People’s contributed $91.5 million to its employee retirement plan, representing the
maximum deductible contribution per Internal Revenue Service rules. Earnings on these contributions are
expected to significantly reduce People’s pension expense beginning in 2007.

Professional and outside service fees decreased $1.8 million, or 7%, compared to the 2005 period, reflecting
lower utilization of information technology contractors and lower costs for People’s declining national consumer
loan portfolio, partially offset by higher legal costs related to People’s conversion to a federal charter and costs
related to infrastructure initiatives.

The increase in other non-interest expense compared to 2005 primarily reflects a $2.0 million increase in the
amortization of equipment leased to PCLC customers, partially offset by lower operational charge-offs.

The $2.0 million goodwill impairment charge in 2005 related to the decision to combine Olson Mobeck
Investment Advisors, Inc. with one of People’s other businesses in the consumer financial services business
segment.

Total non-interest expense in 2005 decreased $135.3 million, or 28%, compared to 2004. Included in total
non-interest expense were certain nonrecurring expenses totating $0.7 million in 2005 and $9.3 million in 2004,
liability restructuring costs of $2.7 million in 2005 and $133.4 million in 2004, as well as a $2.0 million goodwill
impairment charge in 2005. Excluding these expenses from the respective years, total non-interest expense would
have increased $2.0 million, or 1%, in 2005 compared to 2004. The improvement in People’s efficiency ratio in
2005 primarily reflects a $53.1 million, or 1%, increase in revenue.

Included in compensation and benefits was a $0.7 million nonrecurring charge related to the accelerated
vesting of stock options in 2005 and $6.7 million of nonrecurring expenses in 2004, Compensation and benefits
increased $7.2 million, or 4%, compared to 2004, after excluding these nonrecurring expenses from both years.
The increase reflects the combination of normal merit increases; higher accruals for incentives tied to overall
bank performance; higher incentive compensation for revenue-generating businesses and increased health care
costs.

Occupancy and equipment decreased $6.9 miltion in 2005 compared to 2004, retlecting a $3.2 million, or
14%, reduction in depreciation expense and a substantially higher level of costs incurred in 2004 to upgrade
personal computers throughout the bank,

Professional and outside service fees and other non-interest expense included nonrecurring expenses of
$0.4 million and $2.2 million, respectively, in 2004,

Discontinued Operations

Income from discontinued operations, net of income taxes, totaled $2.3 million in 2006, compared to
$11.2 million in 2005 and $205.3 million in 2004,
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Included in income from discontinued operations was an after-tax charge of $0.5 million in 2006 from the
resolution of a contingency related to the sale of People’s credit card business in 2004, after-tax income of
$6.2 million in 2005 from the resolution of a significant contingency related to the credit card sale and an
after-tax gain of $198.5 million in 2004 from the sale of the credit card business. See Note 22 to the Consolidated
Financial Statements,

People’s continues to generate recoveries from collection efforts on previously charged-off credit card
accounts that were not included n the sale of the credit card business. These recoveries are included in income
from discontinued operations in the Consolidated Statements of Income. Recoveries, net of collection costs,
totaled $4.1 million, $7.7 million and $11.2 million in 2006, 2005 and 2004, respectively. The level of recoveries
is expected to continue declining in 2007 due to the aging and diminishing pool of charged-off accounts,

Income Taxes

Income tax expense (benefit) from continuing operations totaled $57.8 million in 2006, compared to
$64.1 million in 2005 and $(8.6) million in 2004, Income tax benefits of $2.4 million, $2.0 million and
$4.0 million are included in income tax expense (benefit) from continuing operations in 2006, 2005 and 2004,
respectively. These benefits relate to certain prior-year tax matters, including the completion of federal tax audits
in 2005 and 2004, Excluding these benefits from the respective years, People’s effective income tax rate from
continuing operations would have been 33.5% in 2006, 34.8% in 2005 and 32.4% in 2004. The lower effective
income tax rate for 2006 compared to 2005 primarily reflects the higher leve! of tax-exempt bank-owned life
insurance income earned in 2006.

Income tax expense (benefit) for all three years reflects the state tax benefit resulting from the formation of
People’s Mortgage Investment Company, a wholly owned subsidiary, The formation of this subsidiary was a
result of Connecticut tax legislation, which became effective on January 1, 1999, that allows for the transfer of
mortgage loans to a passive investment subsidiary. The related earnings of the subsidiary, and any dividends it
pays to the parent, are not subject to Connecticut income tax.

Earning Assets

The discussion of earning assets has been grouped into Treasury, Consumer Financial Services and
Commercial Banking.
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Treasury—Securities

As of December 31 (in millions)

Trading account securities .................
Securities held to maturity:
Corporate and other ..................
Mortgage-backed securities ............

Total securities held to
maturity ... ..o

Securities available for sale:
Debt securities:

U.S. Treasury and agency ..........

Morigage-backed securities and
collateralized mortgage obligations
(CCMOS™) oo

Corporate and other ..............

State and municipal ..............

Total debt securities ..........

Equity securities:
FHLBstock ........... ... ...
Other ...

Total equity securities . .. ... ...

Total securities available for
sale ... .. e
Net unrealized gain (loss) on
securities available forsale ... ....

Total securities available for
sale, at fairvalue .. .........

Total securities ..............

2006 2005 2004

Amortized  Fair  Amortized Fair Amortized Fair

Cost Value Cost Yalue Cost Value
$206 $206 $ 273 § 273 0§ 117§ 117
1.1 1.1 1.3 1.3 1.3 1.3
— — 0.1 0.1 0.1 0.1
1.1 1.1 |.4 1.4 1.4 1.4
259 259 295.0 287.7 488.8 485.1
— — 1,036.7 1,014.9  1,525.0 1,514.0
— — -— — 26.2 26.7
— — — — 0.7 0.7
259 259 1,331.7 1,302.6 2,040.7 2,026.5
20.1 20.1 30.6 ©30.6 30.6 30.6
0.6 0.8 0.9 1.1 0.9 1.0
20.7 209 31.5 31.7 315 31.6
46.6 46.8 1,363.2 1,334.3  2,0722 2.058.1

02 — (28.9) — (14.1) —

46.8 46.8 1,334.3 1,333 2,058.1 2,058.1
$77.5 $77.5 $1,363.0 $1.363.0 $2,071.2 $2,071.2

People’s has historically utilized the securities portfolio for earnings generation (in the form of interest and
dividend income), liquidity, interest rate risk management, asset diversification and tax planning. Securities
available for sale are used as part of People’s asset/liability management strategy and may be sold in response to,

or in anticipation of, factors such as changes in market conditions and interest rates, changes in security

prepayment rates, liquidity considerations and regulatory capital requirements.

People’s primarily invests in debt securities rated in the four highest categories assigned by a nationally
recognized statistical ratings organization. Management has internal guidelines for the credit quality and duration
of People’s debt securities portfolio and monitors these on a regular basis.

People’s strives to maintain an appropriate balance between loan portfolio growth and core deposit funding,
People’s management currently believes that, other than for transitional deployment of excess core deposits or
excess equity, a large securities portfolio funded with wholesale borrowings provides limited economic value. As
part of this focus, People’s has reduced its securities portfolio by $3.2 billion since December 31, 2002 and
increased its loans by $2.7 billion over the same period. People’s has also reduced borrowings by $2.4 billion

since year-end 2002,
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During the second and third quarters of 2006, People’s sold approximately $1.1 billion of debt securities as
part of the restructuring of its balance sheet. Realized losses from these sales of $27.4 million are included in net
security losses in the Consolidated Statements of Income. In the second quarter of 2006, People's decided to exit
a product line and cease purchasing federal funds from a group of smaller New Engtand community banks, The
sale of securities was undertaken to puy down the related borrowings. During the third quarter of 2006, People’s
completed the sale of substantially its entire remaining debt securities portfolio to better position its balance sheet
for the prevailing interest rate environment. At December 31, 2006, People’s securities portfolio totaled
$78 million, or 1% of total assets, and wholesale borrowings totaled $4 million, or less than 0.5% of total assets,
which represent ratios well below industry averages.

At December 31, 2005, People's securities portfolio totaled $t.4 billion, a $708 million, or 34%, decline
from year-end 2004. The reduction in the securities portfolio in 2005 reflects the substitution of higher-yielding
loans for lower-yielding securities as securities pay down and mature. The securities portfolio represented 14%
of earning assets at December 31, 2005, compared to 21% at year-end 2004, consistent with management’s goal
of reducing the percentage of securities to earning assets.

At December 31, 2006, the book value and the market value of the securities available for sale portfolio
were approximately equivalent, compared to net unrealized losses of $28.9 million and $14.1 miliion at year-end
2005 and 2004, respectively. The significant reduction in the unrealized loss in 2006 reflects the sale of securities
during 2006 and the resulting significantly smaller securities portfolio. All unrealized gains and those unrealized
losses representing temporary declines in value are recorded in stockholders’ equity, net of income taxes. As a
result, management anticipates continued fluctuations in stockholders’ equity due to changes in the fair value of
these securities, albeit on a much smaller scale due to the size and short duration of the portfolio, The duration of
the debt securities portfolio was approximately (.07 years at December 31, 2006, compared to 1.7 years at
year-end 2005. For a discussion of the regulatory capital treatment of unrealized gains and losses, see “Capital”
on page 66.

Lending Activities

People’s conducts its lending activities through its two major business segments that constitute its core
businesses: Consumer Financial Services and Commercial Banking. People’s lending activities consist of
originating loans secured by residential and commercial properties, and extending secured and unsecured loans to
consumers and businesses.

Total loans increased $799 million, or 9%, in 2006 compared to 2005, after increases of 8% in 2005 and

12% in 2004. The increase n 2006 reflects growth of $456 million, or 10%, in Consumer Financial Services and
$343 million, or 9%, in Commercial Banking.
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The following table summarizes the loan portfolio. Amounts represent gross loans before deducting the
allowance for loan losses.

Aé of December 31 (in millions) 2006 2005 2004 2003 2002

Consumer Financial Services:
Residential mortgage:

AdjustableTate .. ... $3.805.6 $3,4108 $3,156.6 $2940.0 $2,515.7
Fixed rate . . ..o e 94.5 97.1 109.8 149.1 355.6
Total residential mortgage . ................ 3.900.1 3,507.9 32664 30891 28713
CONSUIMET .\ v ot v e e et ettt ean ey 1,321.3  1,257.5  1,1400 980.5 969.3
Commercial Banking:
Commercial real estate finance .. ............... 1,786.7 1,778.3 1,838.1 1,699.9 1,610.2
Commercial and industrial lending . ............. 1,493.8 13945 12359 10352 10026
Equipment financing .............eie 869.8 634.7 453.0 300.3 222.0
Total commercial banking .. ............... 4,1503 38075 3,527.0 3,0354 2,834.8
Total I0ANS . . oo v e et $9.371.7 $8572.9 $79334 $7,1050 86,6754

Total Loans
As of December 31 (dollars in millions)

9,372
8573 [

7,933 —

6675 105

g7

I | I 1 1

2002 2003 2004 2005 2006

The following table presents the contractual maturity of loans as of December 31, 2006.

Consumer

Financial Commercial
As of December 31, 2006 (in millions) ' Services Banking Total
Amounts due:
ONE YEar or 1685 .. ..o v v it $ 2726 $ 6045 § 8771
After one year:
Oneto fIVE YEArS ... ottt 126.8 1,552.8 1,679.6
OVEr fiVE YEAIS . ..ottt 48220 1,993.0 6,815.0
Total due afterone Year ........ ..o iiirienenenniians 49488 3,545.8 8,494.6
TOtal .« .t ot e e $5.221.4  $4,1503 $9,371.7

The following table presentls. as of December 31, 2006, loan amounts due after December 31, 2006, and
whether these loans have fixed interest rates or adjustable interest rates.

{in millions) Fixed Adjustable '['otal
Consumer Financial Services . ..o et ii i $ 3694 $45794 3$4948.38
Commercial Banking ................... [P 1,629.0 1,916.8 3,545.8
Total loans due after ONE YEAr . ...... ...t inerrnnnnea oo $1,998.4 $6,496.2 $8494.6
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Consumer Financial Services
Residential Morigage Lending

People’s offers its customers a wide range of residential mortgage loan products. These include
conventional fixed rate loans, jumbo fixed rate loans (loans with principal balances greater than established
Freddie Mac and Fannie Mae limits), adjustable rate loans, sometimes referred to as ARM loans, interest-onty
loans (loans where payments made by the borrower consist of only interest for a set period of time, before the
payments change to principal and interest), as well as Federal Housing Authority insured loans and Connecticut
Housing Finance Authority loans.

People’s originates these loans through its network of branches and calling officers, as well as in the
wholesale market, which accounted for approximately 66%, 59% and 57% of People’s mortgage loan
originations for 2006, 2005 and 2004, respectively.

At December 31, 2006 and 2005, 92% and 97%, respectively, of the residential mortgage portfolio was
secured by properties located in Connecticut. Included in residential mortgage loans are construction loans
totaling $188 million and $197 million at December 31, 2006 and 2003, respectively. In 2006, People’s Bank’s
leve! of residential mortgage originations declined to $1.1 billion, compared to $1.4 billion in 2005 and
$1.6 billion in 2004, consistent with industry-wide trends attributable to rising interest rates.

The mix and volume of residential mortgage loan originations vary in response to changes in market interest
rates and customer preferences. Adjustable rate loans accounted for 77% of total residential mortgage
origipations in 2006, compared to 73% and 72% for 2005 and 2004, respectively. Overall, the volume of
refinancings {approximately 41% of 2006 originations) was less than the volume of purchase mortgages as the
upward movement in interest rates continues to make the refinancing market relatively less attractive for
CONSUIMmers.

At December 31, 2006, the adjustable rate loan portfolio included $2.2 billion, or 57%, of interest-only
loans, compared to $1.6 billion, or 47%, at December 31, 2005. People’s underwriting practices and credit
review standards for such loans are consistent with those applied to other types of residential mortgage products.
People’s began originating interest-only residential mortgage loans in March 2003. The underwriting guidelines
and requirements are more restrictive for interest-only loans than for amortizing adjustable rate mortgages.
Properties must be a single-family and owner-occupied primary residence, loan-to-value ratios are lower, higher
credit scores are required, post closing reserves requirements are greater, and there are limits on cash-out
refinances as compared to amortizing adjustable rate mortgages. Amortization of an interest-only loan begins
after the initial interest rate change (e.g., after 5 years for a 5/1 adjustable rate mortgage).

Adjustable rate residential loans at December 31, 2006 increased $395 million compared to year-end 2005,
while fixed-rate mortgage loans decreased $3 million. Total adjustable rate residential loans increased
$254 million in 2005 compared to year-end 2004, while fixed-rate mortgage loans decreased $13 million. The
continued growth and performance of the residential mortgage loan portfolio in 2007 may be adversely impacted
by the level and direction of interest rates, consumer preferences and the regional economy.

Historically, People’s has held virtually all of the adjustable-rate residential mortgage loans that it originates
on its balance sheet and has sold virtually all of the fixed-rate residential mortgage loans that it originates into the
secondary market. People’s has recently reassessed its pricing with respect to adjustable-rate residential mortgage
loans in light of the prevailing interest rate environment, As a result, People’s believes the level of adjustable-rate
residential mortgage loans it originates will be reduced significantly in the near term. People’s intends to
continue to actively offer residential mortgage loans of all types through its extensive distribution system.
However, if a reduction in originations occurs and continues for an extended period, the balance of People’s
residential mortgage loan portfolio will decline.
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Residential Mortgage Originations
Years ended December 31 {(in mitlions)

3,235

2,562

1,577

1,357

1,077

2002 2003 2004 2005 20086

Residential Mortgage Originations by Product
Year ended December 31, 2006 (percent)

-]

2

B 5/1 ARMs
37 W71 ARMs
[ 30-Year Fixed

9

31 ARMs

M 15-Year Fixed

O Other

29
Consumer Lending
As of December 31 (in miltions) 2006 2005
Home equity credit Hnes . ... ..o $1,010.8 $1,027.8
SeCONd MOMZAZES - -« ot vttt en et e et et ta it n e 279.8 184.5
Personal installment IOAns . .. ..ot it 14.1 25.8
OUREE LOAIMS .+ o . e e ot et e s e et e e e e e et e 16.6 19.4
TOtal COMSUIMIET .+« v v v e v v et e e e et s e e e e et et n e e aa e aneas $1,321.3 $1,2575

People’s offers Connecticut-based customers home equity credit lines and second mortgage loans, and to a
lesser extent, other forms of installment and revolving credit loans. In the first quarter of 2006, People’s began
offering home equity credit lines and loans in Massachusetts and New York. Consumer loans also include
unsecured personal installment loans that had been originated nationally in prior years and totaled under
$1 million at December 31, 2006, compared to $12 million and $46 million at December 31, 2005 and 2004,
respectively. Future growth of People’s consumer loan portfolio is highly dependent upon economic conditions,
the interest rate environment and competitors’ strategies, as well as the success of People’s marketing programs
and information-based strategies.

At December 31, 2006 and 20035, approximately 99% and 98%, respectively, of the consumer loan portfolio
was to customers located in Connecticut. The increase in consurner loans reflects growth in home equity lending,
partially offset by continued declines in national unsecured personal installment loans, which continue to run off
as a result of 2 management decision to discontinue this type of lending. Home equity credit lines decreased
$17 million, or 2%, since year-end 2003, after increasing $114 million, or 12%, during 2005 and $288 million, or
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46%, during 2004. The slower rate of portfolio growth in an interest rate environment characterized by higher
short-term interest rates reflects nationwide trends.

Commercial Banking

The Commercial Banking lending businesses include commercial real estate finance, commercial and
industrial lending and equipment financing by PCLC. Shared national credits are included in the commercial real
estate finance and commercial and industrial lending portfolios.

Commercial Real Estate Finance

As of December 31 (in millions) 2006 2005
Property Type:
Residential . . ... . . e e $ 5136 § 4399
Retail ... 350.7 435.0
Office buildings .. ... ... e 360.0 367.1
Industrial/manofacturing . ... . e 184.8 202.9
Self storagefindustrial . ...... .. ... L 97.8 849
Hospitality and entertainment . ... ... . .. .. i i 61.8 90.1
Land . . e e e e 61.4 448
Healthcare . .. ... e i e e et 53.9 47.0
Special USE . o e 47.4 523
Other Properties . .. .. ...t it e et e 15.3 14.3
Total commercial real estate finance . .. ... ... o i i i $t,786.7 $1,778.3

People’s manages the commercial real estate finance portfolio by limiting the concentration in any loan
type, term, industry, or to any individual borrower. Historically, People’s primary strategy has been to focus on
lending in the state of Connecticut and adjacent states that represent its home market. In addition, People’s will
purchase interests in out-of-state loan participations. Included in commerciai real estate finance loans are shared
national credits totaling $209 million, $143 million and $105 million at December 31, 2006, 2005 and 2004,
respectively. People’s highest loan concentration in the commercial real estate finance loan portfolio was in the
residential sector, which represented 29% of this loan portfolio at December 31, 2006, compared to 25% at
December 31, 2005 and 17% at year-end 2004. Much of the growth in the residential sector was due to increases
totaling $86 million, or 117%, for 2006 and $70 million, or 52% for 2005 in shared national credits.
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Commercial Real Estate Finance Portfolio
As of December 31 (dollars in millions)

1,838 1,778 1,787

1,700
i R

1,610

|-
Le
%o.

I 1 1 1 T 1

2002 2003 2004 2005 2006

At December 31, 2006, approximately 68% of People’s commercial real estate finance portfolio was
secured by properties located in Connecticut, compared to approximately 74% at December 31, 2005. Included in
this portfolio are construction loans totaling $541 million, $512 million and $429 million at December 31, 2006,
2005 and 2004, respectively.

Commercial real estate finance is dependent on the successful operation of the related income-producing
real estate. Accordingly, the income streams generated by this portfolio can be impacted by changes in the real
estate market and, to a large extent, Connecticut’s economy. The commercial real estate finance portfolio
increased slightly (0.5%) in 2006 and decreased 3% in 20035 after growing 8% in 2004. The slow growth in 2006
and decrease in 2005 reflects the high level of loan prepayments during this period and People’s focus on
maintaining strong asset quatity standards in a competitive market generally characterized by aggressive pricing
and less attractive underwriting terms. The growth and performance of this portfolio is largely dependent on the
economic environment in Connecticut and may be adversely impacted if the economy slows in 2007.
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Commercial Real Estate Finance Diversification
As of December 31, 2006 (percent)

19

Residential
B Retail
10 D Office Building

U Industrial/Manutfacturing

20

29 B Al Other Property Types

Commercial and Industrial Lending

As of December 31 (in millions) 2006 2005
Industry:
Manufacturing . .. ... e $ 4121 § 4147
Finance, insurance and real estate .. ... ... .. .t 3547 3304
B BTVICE . Lttt e e 230.2 208.0
Wholesale distribution . ... ... .. . 119.9 127.0
Retail SalES . ...t 113.6 103.6
Health services ... ... . i i e e e e 108.5 91.9
Arts/entertainment/recreation .. ........ . . i e e 61.8 30.7
Transportation/utility . . . ... s 264 24.8
O e .. e e e 66.6 63.4
Total commercial and industrial lending . .. ............. ... ... ... $1,4938 $1,394.5

People’s provides diversified products and services to its commercial customers, including short-term
working capital credit facilities, term financing, asset-based loans, letters of credit, cash management services
and commercial deposit accounts.

Commercial products are generally packaged together to create a financing solution specifically tailored to
the needs of the customer. Taking a total relationship-focused approach with commercial customers to meet their
financing needs has resulted in substantial growth in non-interest-bearing deposits over time, as well as in
opportunities to provide other banking services to principals and employees of these commercial customers.

The borrower’s ability to repay a commercial loan is closely tied 10 the ongoing profitability and cash flow
of the borrower’s business. Consequently, a commercial loan tends to be more directly impacted by changes in
economic cycles that affect businesses generally and the borrower’s business specifically. The availability of
adequate collateral is a factor in commercial loan decisions, and loans are generally collateralized and/or
guaranteed by third parties.

In 2006, the commercial and industrial lending portfolio increased $100 million, or 7%, compared to
increases of $159 million, or 13%, in 2005 and $201 million or 19% in 2004. The increase in 2006 includes a
$47 million, or 15%, increase in shared national credits, compared to an increase of $61 million, or 24%, for the
full year of 2005. Included in commercial lending are shared national credits totaling $368 million, $321 million
and $260 million at December 31, 2006, 2005 and 2004, respectively. At December 31, 2006, approximately
66% of the commercial loan portfolio consisted of loans to Connecticut-based businesses, compared to
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approximately 69% and 72% at December 31, 2005 and 2004, respectively. The manufacturing sector remains
People’s highest commercial loan concentration. While People’s continues to focus on asset quality, the
performance of the commercial lending portfolio may be adversely impacted if the economy slows in 2007.

Commercial and Industrial Lending Diversification
As of December 31, 2006 {percent)

O Manufacturing

28 B Finance, Insurance
and Real Estate

0O Service

0O Wholesale
15 24 Distribution

B All Other

Commercial and Industrial Lending Portfolio
As of December 31 (dollars in millions)

1,494
1,395 [
1,236
|
1,008 1035
2002 2003 2004 2005 2006

Shared National Credits

At December 31, 2006, the shared national credits loan portfolio totaled $577 million, compared to
$464 million and $365 million at December 31, 2005 and 2004, respectively, and represented 14%, 12% and
10% of the total Commercial Banking loan portfolio at the respective dates. As discussed above, included in the
shared national credits portfolio at December 31, 2006, 2005 and 2004 were commercial loans totaling
$368 million, $321 million and $260 million, respectively, and commercial real estate finance loans totaling
$209 million, $143 million and $105 million, respectively.

People’s will purchase, and to a lesser extent sell, interests in shared national credits from and to other
financial institutions having comparable asset quality standards. At December 31, 2006, the shared national
credits loan portfolio included $562 million in loans purchased from other financial institutions and $15 million
in loans originated by People’s.
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At December 31, 2006, approximately $67 million, or 129, of the shared national credits loan portfolio is to
horrowers who are headquartered in Connecticut, while approximately $288 million, or 50%, is to borrowers
located in California, Florida and New York. People’s may grow this portfolio to represent approximately
15% of the overall Commercial Banking loan portfolio.

PCLC

As of December 31 (in millions) 2006 2005

Industry: :
PNt ..o $308.9 $263.0
Transportatlon/utility . ... ... e e e 2095 1003
General manufacturing .......... .. ... e e 141.6 1180
ReEtai] Sales . ..o e e e 85.7 41.5
Packaging . ... . . e e 76.7 63.8
S EIVICE L ot e e e 28.2 26.1
Wholesale distribution ... ... . i e e 124 124
Health Services ... i i it et et e e 6.8 8.5
Finance, insurance and real €State . .. ... .. . it e s — .1

Total PCLC . e $869.8 $634.7

PCLC provides equipment financing for customers in 48 states, specializing in financing for the printing,
transportation/utility, general manufacturing, retail sales and packaging industries. PCLC will buy or sell portions
of financing transactions in the secondary market to manage the concentration risk of the overall portfolio. At
December 31, 2006, approximately 2% of the portfolio consisted of loans to Connecticut-based businesses, while
approximately 39% were loans to customers located in California, Texas, llinois and Florida.

The PCLC portfolio grew $235 million, or 37%, in 2006, after increasing $182 million, or 40%, in 2005 and
$153 million, or 51%, in 2004, reflecting management’s decision to grow this portfolio. Operating on a national
scale, PCLC represented 21% of the Commercial Banking loan portfolio at December 31, 2006, compared to
17% and 13% at year-end 2005 and 2004, respectively. Based on the level of growth in this portfolio, the
percentage increase in 2007 may not continue at recent levels.

PCLC Diversification
As of December 31, 2006 (percent)

M Printing

B Transportation/
Utility

W General
Manufacturing

3 Retail Sales

[ Packaging

3 Other
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PCLC Loan Portfolio
As of December 31 {dollars in millions)

635
453
300
222 [__1

2002 2003 2004 2005 2006

870

Asset Quality

People’s actively manages asset quality through its underwriting practices and collection operations.
Underwriting practices tend to focus on optimizing the return of a given risk classification while collection
operations focus on minimizing losses once an account becomes delinguent.

The allowance for loan losses is established through provisions for loan losses charged to income. Losses on
loans, including impaired loans, are charged to the allowance for loan losses when all or a portion of a loan is
deemed to be uncollectible. Recoveries of loans previously charged off are credited to the allowance for loan
losses when realized. People’s maintains the allowance for loan losses at a level that is believed to be adequate to
absorb probable losses inherent in the existing loan portfolio, based on a quarterly evaluation of a variety of
factors. These factors include, but are not limited to: People’s historical loan loss experience and recent trends in
that experience; risk ratings assigned by lending personne! to commercial real estate finance, commercial and
PCLC loans, and the results of ongoing reviews of those ratings by People’s independent loan review function;
an evaluation of non-performing loans and related collateral values; the probability of loss in view of geographic
and industry concentrations and other portfolio risk characteristics: the present financial condition of borrowers:
and current economic conditions. While People’s seeks 10 use the best available information to make these
evaluations, future adjustments to the allowance for loan losses may be necessary based on changes in economic
conditions, results of regulatory examinations, further information obtained regarding known problem loans, the
identification of additional problem loans and other factors.
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Provision and Allowance for Loan Losses

The following table presents the activity in the allowance for loan losses and ratios:

Years ended December 31 (dollars in millions) 2006 2005 2004 2003 2002
Beginning allowance for loan losses .. ...................... $75.0 $725 $705 $692 § 737
Charge-offs:
Commercial ... .. e (5.2) {0.9) {0.6) (1.2} 3.4}
COMSUMET ... it i 34 @49 (O (68 (253
PCLC 06y (3.1 (.5 20 24
Commercial real estate finance . ...............ien., —_ (0.1) 3.2) — —
Residential mortgage . .............. ... ... ... . ..., 0.1 0.1} 0.2) 0.1 —
Total charge-offs .. .......oveeeeeiineeain. .. 93 @1 (152 (20.0) @GLD
Recoveries:
Commercial ......... ... . 0.4 0.4 0.3 1.4 0.7
ComsSumer . ........o it e 1.6 2.0 2.8 29 2.6
POLC L e e 03 0.3 0.5 0.1 0.1
Commercial real estate finance .. ...................... 25 0.1 0.1 0.2 0.6
Residential mortgage . ........ .. o oo, 0.1 0.2 0.2 0.1 04
Total FECOVEIIES . ..ottt e i i 4.9 3.0 39 4.7 44
Netloancharge-offs ........ ... ... ... ..., ..... (4.4) 6.1 (113 (154 (26D
Provision forloanlosses ... ... ..o 34 8.6 13.3 16.7 222
Ending allowance for loan losses . .......................... $ 740 $750 $725 $705 § 69.2
Allowance for loan losses as a percentage of total loans ... ...... 0.79% 087% 091% 099% 1.04%
Allowance for loan losses as a percentage of non-performing
loans . e e 3279 3525 2646 2084 1982

The provision for loan losses in 2006 totaled $3.4 million, a $5.2 million, or 60%, reduction compared to
$8.6 million for 2005. The 2006 period reflects $4.4 million in net loan charge-offs, partially offset by a
51.0 million reduction in the allowance for loan losses. The 2005 period reflected net loan charge-offs of
$6.1 million and a $2.5 million increase in the allowance for loan losses. Net loan charge-offs decreased
$1.7 million, or 28%, for 2006, compared to 2005, The allowance for loan losses as a percentage of total loans
was (0.79% at December 31, 2006 and 0.87% at December 31, 2005.

Commercial loan net charge-offs reflect a $4.0 million charge-off in the third quarter of 2006 relating to one
commercial banking loan that was placed on non-accrual status in the second quarter of 2006 as previously
disclosed. Commercial real estate finance net recoveries reflect a $2.3 million cash recovery in the first quarter of
2006 on one non-performing loan that was resolved.

Consumer loan net charge-offs decreased $1.2 million, or 39%, during 2006, reflecting a $1.9 million
decrease in nationat consumer loan net charge-offs, partially offset by a $0.4 million increase in home equity
loan net charge-offs and a $0.5 million increase in charge-offs related to consumer overdrafts that were
previously reported in non-inicrest expense through the second quarter of 2005. The average national consumer
loan portfolio decreased $21 million, or 81%. on a year-over-year basis and totaled slightly less than $1 million
at December 31, 2006.

Net loan charge-offs as a percentage of average total loans equaled 0.05% for 2006, down from 0.07% for
2005, reflecting the $1.7 million decrease in net loan charge-offs and the impact on the ratio of a $715 million, or
9%, increase in average loans, both as compared to 2005. The very low level of net loan charge-offs in terms of
absolute dollars and as a percentage of average loans is unlikely to be sustainable in the future.
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The provision for loan losses decreased $4.7 million in 2005 compared to 2004, reflecting lower net loan
charge-offs in 2005, partially offset by a $2.5 million increase in the allowance for loan losses in 2005, compared
t0 a $2.0 million increase in the allowance for loan losses in 2004. Net loan charge-offs in 2005 declined
$5.2 miltion, or 46%, compared to 2004. Consumer loan net charge-offs decreased $4.0 million, or 58%,
reflecting a 72% decrease in the dollar amount of national consumer loan net charge-offs given a $60 million, or
70%, reduction in this portfolio’s average balances during 2005. The increase in PCLC loan net charge-offs in
2005 reflects a $2.3 million charge-off related to one loan. Commercial real estate finance loan net charge-offs in
2004 reflected a $3.2 million charge-off related to one shared national credit that had been classified as
non-performing since 2002. :

Net loan charge-offs as a percentage of average total loans-decreased 8 basis points (o 0.07% in 2005
compared to 0.15% in 2004. In addition to the $5.2 million decrease in net loan charge-offs, the improvement in
the net loan charge-off ratio reflected an $836 million, or 11%, increase in average total loans.

Net Loan Charge-Offs (Recoveries) as a Percentage of Average Total Loans

Years ended December 31 2006 3025_ % 2003 2002
COMMEICIAl . . o ottt et et e e e 0.34% 0.04% 0.03% (0.02)% 0.30%
COMSUMBT -« v e et et e e e e ettt it e e e ee e in e 0.14 024 066 148 244
PO . et e e e e e 004 054 027 077 1.04
Commercial real estate fiNANCE . ... vt it it iia s (0.14) — 0.18 (0.02) (0.04)
Residential mortgage ......... .. .. i - = = = (0.02)
CTotal portfolio .. ..o 0.05%0.07%0.15 % 0.22% 0.42%

The following table presents the allocation of the allowance for loan losses by loan category and the
percentage of loans in each category to total loans:

2006 2005 2004 2003 2002
As of December 31 Percent Percent Percent Percent Percent
(dollars in of Loan of Loan of Loan of Loan of Loan
millions) Amount Portfolio Amount Portfolio Amount Portfolic Amount Portfolio Amount Portfolio
Commercial
real estale
finance .. ... $27.5 19.1% $30.5 20.7% 3305 23.1% $28.0 23.9% $28.2 24.2%
Commercial . . . 27.5 159 255 16.3 23.5 15.6 21.5 14.6 21.7 149
PCLC........ 16.0 9.3 13.0 7.4 10.5 5.7 8.5 42 4.8 35
Consumer .. .. 2.0 14.1 3.0 14,7 5.0 144 9.5 13.8 11.5 14.6
Residential
mortgage ... L0 41.6 3.0 409 30 41.2 3.0 43.5 30 42.8
Total
allowance
for loan

losses .. $74.0  100.0% $75.0 100.0% $72.5 100.0% $70.5 100.0% $69.2  100.0%

Based on a review of trends in key factors used in determining the adequacy of the allowance for loan losses
allocated by type of loan, including portfolio growth and changes in risk classifications, People’s decreased the
allowance for loan losses and the provision for loan losses by $3.0 million for the commercial real estate finance
loan portfolio (reflecting the favorable resolution of non-performing loans discussed above), by $2.0 million for
the residential mortgage loan portfolio (reflecting continued favorable credit experience) and by $1.0 million for
the consumer loan portfolio (reflecting continued decreases in the national consumer loan portfolio balances)
during 2006. These decreases were partially offset by an increase to the allowance for loan losses and a
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corresponding increase to the provision for loan losses by $3.0 million for the PCLC loan portfolio (reflecting
loan growth) and by $2.0 million for the commercial loan portfolio (reflecting loan growth and ratings
downgrades) during 2006. As a result of these changes, the total aliowance for loan losses declined by

$1.0 million in 2006.

A loan is classified as non-accrual generally when it becomes 90 days past due as to interest or principal
payments. All previously accrued but unpaid interest on non-accrual loans is reversed from interest income in the
current period. Interest payments received on non-accruat loans (including impaired loans) are generally applied
as a reduction of principal if future collections are doubtful, although such interest payments may be recognized
as income. A loan remains on non-accrual status until the factors that indicated doubtful collectibility no longer
exist or until a loan is determined to be uncollectible and is charged off against the allowance for loan losses. The
classification of a loan as non-performing does not necessarily indicate that loan principal and interest ultimately
will not be collected.

People’s historical experience suggests that a portion of these assets will eventually be recovered. All
non-performing loans are in various stages of collection, workout, settlement or foreclosure, When loan workout
efforts are exhausted and it is determined that the borrower is unable to repay the obligation, People’s will
complete foreclosure procedures, if applicable. Restructured commercial and commercial real estate finance
loans are those for which concessions to below market terms, such as below market interest rates or deferral of
interest, have been granted due to the borrowers’ financial condition.

Non-Performing Assets

The foliowing table presents information regarding non-accrual loans, restructured loans, real estate owned
and repossessed assets:

As of December 31 (dollars in millions) 2006 2005 2004 2003 2002
Non-accrual loans:
Commercial .. ... .. . e $119 $ i3 $52 $33 $48
Residential mortgage ....... . ..ot 6.7 6.7 75 114 132
PCLC ... ..... e 2.1 6.2 5.1 42 33
CONSUMET .. .. . e e et 1.7 1.3 0.9 2.5 34
Commercial real estate finance ............................. 0.2 5.8 87 114 10.2
Total non-accrual loans . .......... .. ... .. ... ... ... 226 213 274 328 349
Restructured loans .. ... ... . . ... . . .. .. . . . — - — 1.0 —
Total non-performing loans . .......... ... ... ... ....... 226 213 274 338 349
Real estate owned (“REQ”) and repossessed assets,net .............. 0.1 0.7 1.2 0.5 0.7
Total non-performing assets . ................ PR $22.7 $22.0 $28.6 $343 3356
Non-performing loans as a percentage of total loans .. ............... 0.24% 0.25% 0.35% 0.48% 0.52%
Non-performing assets as a percentage of total loans,
REQO and repossessed assels .. ... veii it innnieiiee 024 026 036 048 053
Non-performing assets as a percentage of stockholders” equity and ,
allowance forloanlosses ...... ... ... . . ... il 161 1.62 225 320 353
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Non-performing assets totaled $22.7 million at December 31, 2006, an increase of $0.7 million, or 3%,
compared to December 31, 2005 and improved 2 basis points to 0.24% of total loans, real estate owned and
repossessed assets at December 31, 2006. The slight increase in non-performing assets during 2006 reflects
increases in non-performing commercial loans of $10.6 million, partially offset by a $5.6 million reduction in
non-performing commercial real estate finance loans and a $4.1 million reduction in PCLC non-performing
loans. The net increase in non-performing commercial loans since December 31, 2005 reflects one $10.6 million
loan classified as non-performing in the fourth quarter of 2006, The net decrease in non-performing commercial
real estate finance loans since December 31, 2005 reflects one $5.5 million loan that was resolved in the first
quarter of 2006 and generated a $2.3 million cash recovery. Additional activity in non-performing commercial
real estate finance loans during 2006 included one $12.1 million loan that was classified as non-performing in the
first quarter of 2006 and subsequently repaid in full through payments received in the third and fourth quarters of
2006.

Total non-performing assets at December 31, 2005 decreased $6.6 million, or 23%, from December 31,
2004 and improved 10 basis points to 0.26% of total loans, real estate owned and repossessed assets at
December 31, 2005. Reductions of $3.9 million and $2.9 million in non-performing commercial and commercial
real estate finance loans, respectively, were partially offset by an increase of $1.1 million in non-performing
PCLC loans.

The level of non-performing assets is expected to fluctuate in response to changing economic and market
conditions, and the relative sizes of the respective loan portfolios, along with management’s degree of success in |
resolving problem assets.

At December 31, 2006, 2005, 2004, 2003 and 2002, People’s portfolio did not include any loans, not
included in the table above, which are “troubled debt restructurings” as defined in SFAS No. 15, “Accounting by
Debtors and Creditors for Troubled Debt Restructurings.”

As of December 31, 2006, if all non-accruing loans had been current in accordance with their terms and had
been outstanding throughout 2006 or since origination if held for part of the year, the gross interest income that
would have been recorded in 2006 on such loans would have amounted to approximately $1.9 million. The
amount of interest income on the non-accruing loans included in net income in 2006 was $0.7 million.

Off-Balance-Sheet Arrangements

Detailed discussions pertaining to People’s off-balance-sheet arrangements are included in the following
sections: Funding, Liquidity, Capital and Market Risk Management.

Funding

At the current time, People’s primary funding sources are deposits and stockholders’ equity, which represent
98% of tota] assets at December 31, 2006. Borrowings, while less than 0.5% of total assets at December 31,
2006, are an available source of funding. Based on the Bank’s membership in the Federal Home Loan Bank of
Boston and the level of qualifying collateral available at December 31, 2006, People’s had up to $3.5 billion of
borrowing capacity. People’s also hud unsecured borrowing capacity of $1.1 billion at December 31, 2006.
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Deposits

‘ 2006 2005 2004
As of December 31 Weighted Weighted Weighted
(dollars in millions) Amount  Average Rate  Amount  Average Rate Amount  Average Rate

Core deposits:
Non-interest-bearing ......... $2,188.1 — %  $2,2i184 — %  $2,1054 — %
Savings, interest-bearing
checking and money

market ........ ... ... oL, 3,192.0 1.39 3,749.3 ‘l_g 42175 0_82
Total .................. 5,380.1 0.82 5.968.2 0381 6,322.9 0.55
Time deposits maturing:
Within6months ............ 2,2827 450 1,299.5 2.54 820.6 1.57
After 6 months but within |
YEAr ... 980.2 4.63 058.1 3.44 855.8 2.53
After | but within 2 years ..... 220.8 3.65 496.4 364 442.8 275
After 2 but within 3 years ... .. 454 3.14 89.1 2.86 1529 3.64
After3years ............... 492 4.63 6l.4 _3_£ 86.4 3_1"(')_
Total oo 35783 447 29045 323 23585 233
Total core deposits . . . . ... 8,958.4 2.28 8,872.7 1.59 8,681.4 1.02
Non-core deposits ........... 124.2 0.34 209.9 1.27 180.6 0.62
Total deposits . .......... $9,082.6 _22% $9.082.6 Lég% %8.862.0 lLlZZ_%

People’s strategy is to focus on increasing deposits by providing a wide range of convenient services to
individuals, corporations and municipalitics. People’s provides customers access to their deposits through 77
traditional branches, 74 full-service Stop & Shop supermarket branches, seven limited-service branches, over 250
ATMs, telephone banking and an Internet banking site that is fully integrated with People’s brokerage subsidiary,
PSL

Core deposits equaled 84% and 81% of total assets at December 31, 2006 and 2005, respectively. Core
deposits and stockholders’ equity constituted over 98% of People’s funding base at December 31, 2006 and over
94% at December 31, 2005.

The expansion of People’s branch network and its commitment to developing full-service relationships with
its customers are integral components of People’s strategy to leverage the success of its supermarket banking
initiative, expand market share and continue growing deposits. At December 31, 2006, People’s statewide
network of Stop & Shop branches held deposits totaling $2.1 billion and deposits in supermarket branches open
for more than one year averaged $30 million per store.

In 2006, People’s announced plans to expand into New York State by opening at least 15 new traditional
branches in Westchester County over the next three years. Seven of these branches are expected to be opened by
the end of 2007. People’s also plans to continue its branch expansion in Connecticut by opening new both
traditional and Stop & Shop branches,

Non-interest-bearing deposits are an important source of low-cost funding and fee income for People's. In
addition, People’s believes that checking accounts represent one of the core relationships between a financial
institution and its customers, and it is from these relationships that cross-selling of other financial services can be
achieved. Non-interest-bearing core deposits equaled 24% and 25% of core deposits at December 31, 2006 and
2005, respectively.
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Time deposits of $100,000 or more totaled $889 million at December 31, 2006, of which $247 million

Commercial deposits fund a significant portion of the loan portfolio. Average non-interest-bearing
commercial deposits totaled $939 million in 2006, a $43 million, or 5%, decrease compared to 2003, after

increasing $43 million, or 5%, in 2005 and $64 million, or 7%, in 2004. The decrease in 2006 is reflective of the
current interest rate environment.

The following table presents, by rate category, time deposits as of December 31, 2006 and 2005.

mature within three months, $364 million mature after three months but within six months, $241 million mature
after six months but within one year and $37 million mature after one year. There were no brokered certificates
of deposit at December 31, 2006, 2005 and 2004.

8,102

-

As of December 31 (in millions) 2006 2005
000 OT IESS .« oo e e et et et e e e e e $ 1167 § 571.1
20110 2,509 . o e e et 02.6 143.8
2519010 30000 .. oot 167.6 261.8
B0I%0 10 35000 « ottt e e e 160.8 817.7
350 AN OVET o« vttt e et e et et e 3,045.3 1,167.7

N 1 ) RS AU $3.583.0 $2,962.]

The following table presents, by rate category, the remaining period to maturity of time deposits outstanding

8,873

8,681

8,433

2002 2003 2004 2005 2006
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as of December 31, 2006.
Period to Maturity from December 31, 2006
Within Over Oversix  Overone  Over two Over
three three to months to to to three
{in millions) months  sixmonths  one year  two years three years  years Total
200%orless ................. $597 $ 344 $165. % 60 P — $ 01 % 1167
201%t02.50% ... ..o 45.2 13.4 4.8 20.2 8.9 0.1 92.6
251%1w03.00% . ...t 304 28.0 53.8 339 17.1 4.4 167.6
301%10350% .. ............. 46.5 10.9 37.8 48.8 12.0 4.8 160.8
351%andover ............... 5496 1,4693 867.3 111.9 7.3 399 30453
Total ................... $731.4 $1,556.0 $980.2 $220.8 $453 $49.3 $3,583.0
Total Core Deposits
As of December 31 (dollars in millions)
8,958




Non-Interest-Bearing Deposits
As of December 31 (dollars in millions)

2,007 2,353 2,294

1,940 2,078
O Other
\ B Commercial
i w [ Retail
10| |1297) [1274) 11267
T ] T 1
2002 2003 2004 2005 2006
Borrowings
2006 2005 2004
Weighted Weighted Weighted
As of December 31 (dollars in millions) Amount Average Rate Amount Average Rate Amount Average Rate
Overnight federal funds purchased ... ... $4.1 5.13% 82699 3.94%  $240.8 2.14%
FHLB advances maturing within }
moath . ... ... ... ... — — 25.0 4.00 100.0 2.7
Total borrowings ................ $4.1 5.15%  $2049 3.94%  $340.8 2.15%

Total borrowings equaled less than (1.5% of total assets at December 31, 2006, compared to 3% at
December 31, 2005. People’s uses federal funds purchased as a source of funds, which are typically unsecured
overnight loans among banks. Sources include three of the twelve regional Federal Home Loan Banks and
several money center and large regional banks. Federal funds purchased represented less than 0.5% of total assets
at December 31, 2006 and 2% of 1otal assets at December 31, 2005.

In previous years, People’s primary scurce for borrowings was advances from the Federal Home Loan Bank
of Boston, which provides credit for member institutions within its assigned region. People's outstanding Federal
Home Loan Bank advances at December 31, 2005 represented less than one-half of one percent of total assets. At
December 31, 2006, there were no outstanding Federal Home Loan Bank advances. The average balances of
People’s advances from the Federal Home Loan Bank of Boston during 2006, 2005 and 2004 were $47 miilion,
$50 million and $176 million, respectively, and the maximum Federal Home Loan Bank advances outstanding
during 2006, 2005 and 2004 were $155 million, $190 million and $849 million, respectively.

Another source of funds in previous years has been repurchase agreements. These transactions involve the
sale of securities to broker/dealers under agreements to repurchase the same (or substantially the same) securities.
Repurchase agreements with broker/dealers are limited to Reporting Federal Reserve Dealers in government
securities that have been approved by People’s Board of Directors.

Subordinated Notes

At December 31, 2006, People’s had 365 million of 9.875% subordinated notes outstanding. Subordinated
notes totaled $109 million at December 31, 2005. People’s repaid $44 million of 7.20% subordinated notes that
matured on December 1, 2006. People’s repurchased $14 million of its 9.875% subordinated notes in 2005. The
9.875% subordinated notes are due in 2010 and are unsecured general obligations of People’s with interest
payable semi-annually, are subordinated to the claims of depositors and People’s other creditors and are not
redeemable prior to maturity. They qualify, up to certain limits, as supplementary (tier 2) capital for risk-based
capital purposes.
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Contractual Cash Obligations

The following table is a summary of People’s contractual cash obligations, other than deposit liabilities,
including operating leases. Additional information concerning these contractual cash obligations is included in
Notes 9, 10 and 19 to the Consolidated Financial Statements. Purchase obligations included in the table represent
those agreements to purchase goods or services that are enforceable and legally binding and that specify all
significant terms, including: fixed or minimum quantities to be purchased; fixed, minimum or variable price
provisions; and the approximate timing of the transactions. A substantial majority of Pecple’s purchase
obligations are renewable on a year-to-year basis. As such, the purchase obligations included in this table only
reflect the contractual commitment.

Payments Due by Period

Less Than 13 4.5 After
As of December 31, 2006 (in millions) Total I Year Years Years 5 Years
BOITOWINES ..ottt $ 41 $41 $ — $ — $—
Subordinated noLES . . .. .. i e 65.3 — — 653 —
Total on-balance-sheet .. ... ... ... ... iiivenens. 69.4 4.1 — 65.3 —_
Operating leases .. ... ...t e 154.3 24.0 45.1 370 432
Purchase obligations . ....... ... .. . i 123.5 37.1 56.7 239 5.8
oAl ..o et e e $347.2 $65.2 $101.8 $126.2 $540

Liquidity

Liquidity is defined as the ability to generate sufficient cash flows to meet all present and future funding
requirements at reasonable costs. Liquidity management addresses People’s ability to fund new loans and
investments as opportunities arise, to meet customer deposit withdrawals and to repay borrowings and
subordinated notes as they mature. People’s liquidity position is monitored daily by management. The Asset and
Liability Management Committee {*ALCO") is responsible for setting guidelines to ensure maintenance of
prudent levels of liquidity.

Asset liquidity is provided by: cash; short-term investments; proceeds from security sales, maturities and
principal repayments; and proceeds from scheduled principal collections, prepayments and sales of loans. In
addition, certain securities may be used to collateralize borrowings under repurchase agreements. The
Consolidated Statements of Cash Flows present data on cash provided by and used in People’s operating,
investing and financing activities. At December 31, 2006, People’s liquid assets included $30 million in trading
account securities, $569 million in cash and cash equivalents, and $26 million in debt securities available for
sale. At December 31, 2006, People’s had pledged securities available for sale with a total fair value of
$22 million as coliateral for public deposits and for other purposes.

Liability liquidity is measured by People’s ability to obtain core deposits and purchased funds at cost-
effective rates that are diversified with respect to markets and maturities. Core deposits, which are considered the
most stable source of liability liquidity, totaled $9.0 billion at December 31, 2006 , compared to $8.9 billion at
December 31, 2005 (representing 85% and 82% of total funding at the respective dates). Purchased funds are
used from time to time to diversify People’s funding mix and to support asset growth. People’s purchased funds
totaled $47 million at December 31, 2006 and $0.4 billion at December 31, 2005 (representing 0.5% and 4% of
total funding at the respective dates).

]

People’s current sources of purchased funds include: federal funds purchased, advances from the FHLB of
Boston and the Federal Reserve Bank of New York, municipal deposits and repurchase agreements. At
December 31, 2006, People’s borrowing limit from FHLB and Federal Reserve Bank advances and repurchase
agreements was $3.5 billion, based on the level of qualifying collateral available for these borrowing sources. In
addition, People’s had unsecured borrowing capacity of $1.1 billion at December 31, 2006.
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At December 31, 2006, People’s had outstanding commitments to originate loans totaling $853 million and
approved, but unused, lines of credit extended to customers totaling $2.3 billion. See Note 18 to the Consolidated
Financial Statements,

The sources of liquidity discussed above are deemed by management to be sufficient to fund outstanding
lean commitments and to meet People’s other obligations.

Earning Asset Mix
$9.7 billion as of December 31, 2006

116 [0 Commercial
Banking

43 Il Residential
Mortgage

[ Securities

40 : [ Other

Funding Base

$10.5 billion as of December 31, 2006

2
13

OCore Deposits

H Stockholders'
Equity

O0Other

85
Capital

People’s total stockholders’ equity was $1.34 billion at December 31, 2006, a $51 million net increase from
December 31, 2005, reflecting net income of $124.0 million, partially offset by dividends paid in 2006 of
$60 million and a $25 million increase in Accumulated Other Comprehensive Loss (“AQCL") since
December 31, 2005. The net increase in AOCL primarily reflects a $40 million after-tax increase from the
adoption of SFAS No. |58, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans,” effective December 31, 20086, partially offset by a $19 million reduction in the net unrealized loss on
securities available for sale due to the sales of securities previously discussed.

People’s total stockholders’ equity was $1.29 billion at December 31, 2005, an $89 million net increase
compared to $1.20 billion at December 31, 2004. This increase primarily reflects net income of $137.1 million
and net stock option-related activity totaling $15 million, partially offset by dividends paid of $52 mitlion and an
$11 million increase in AOCL since December 31, 2004, The increase in AOCL primarily reflects a $10 million
increase in the after-tax net unrealized loss on securities available for sale in response to rising interest rates.
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Dividends declared and paid per common share (other than shares on which Holdings waived receipt of
dividends) were $0.97, $0.85 and $0.75 in 2006, 2005 and 2004, respectively. People’s dividend payout ratio
(dividends paid as a percentage of net income) in 2006, 2005 and 2004 was 48.3%, 38.3% and 22.9%,
respectively. Stockholders’ equity equaled 12.5% of total assets at December 31, 2006, compared to 11.8% at
December 31, 2005.

Capital Requirements. OTS capital regulations require federally chartered savings banks, such as People’s,
to meet three minimum capital ratios:

Tangible Capital Ratio—A 1.5% tangible capital ratio, calculated as tangible capital to adjusted total assets.

Leverage (Core) Capital Ratio—A 4% leverage (core} capital ratio, calculated as core capital to adjusted
total assets. The minimum leverage {core) capital ratio is reduced to 3% if the savings bank received the highest
rating on its most recent safety and soundness examination.

Risk-Based Capital Ratio—An 8% total risk-based capital ratio, calculated as total capital to risk-weighted
assets. For purposes of this calculation, total capital includes core and supplementary capital, provided that
supplementary capital may not exceed 100% of core capital.

In assessing an institution’s capital adequacy, the OTS takes into consideration not only these numeric
factors but also qualitative factors as well, and has the authority to establish higher capital requirements for
individual institutions where necessary. People’s, as a matter of prudent management, targets as its goal the
maintenance of capital ratios which exceed these minimum requirements and that are consistent with People’s
risk profile,

The following summary compares People’s regulatory capital amounts and ratios to OTS minimum
requirements as of December 31, 2006. People’s adjusted total assets, as defined, totaled $10.7 billion at
December 31, 2006 and People’s risk-weighted assets, as defined, totaled $8.6 billion at December 31, 2006. At
December 31, 2006, People’s exceeded each of its capital requirements.

OTS Minimum
As of December 31, 2006 People’s Requirements
(dollars in millions) Amount Ratio Amount Ratio
Tangible capital ... ........ i i $1,278.4(1) 12.0% $159.8 1.5%
Leverage (core) capital ........ .. ... .o 1,278.4(1) 12.0 426.2 4.0
Total risk-based capital ... 1,389.7(2) 16.1 689.5 8.0

(1) Represents total stockholders’ equity, excluding (i) after-tax net unrealized gains (losses) on debt and
certain equity securities classified as available for sale, (ii} after-tax net unrealized losses on derivatives
qualifying as cash flow hedges, (iii} certain assets not recognized in tier 1 capital (principally goodwill and
other acquisition-related intangibles), and (iv) the amount recorded in accumulated other comprehensive
income relating to SFAS No. 158.

(2) Represents tier | capital plus subordinated notes, up to certain limits, and the allowance for loan losses up to
1.25% of risk-adjusted total assets.

People’s regulatory capital ratios at December 31, 2006 exceeded the OTS numeric criteria for classification

as “well capitalized.” See Note 12 to the Consolidated Financial Statements for additional information
conceming People’s regulatory capital amounts and ratios.
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People’s Capital Ratios
Compared to Regulatory Requirements

As of December 31, 2006 (percent)

161

14.8

12.0

OActual

W Well-Capitalized
Requirements

Tier 1 Tier 1 Total
Leverage  Risk- Risk-
Based Based

Market Risk Management

Market risk is the risk of loss to earnings, capital and the fair market values of certain assets and liabilities
resulting from changes in interest rates, equity prices and foreign currency exchange rates.

Interest Rate Risk

For People’s, the only relevant market risk at this time is interest rate risk (“IRR’), which is the potential
exposure to earnings or capital that may result from changes in interest rates. People’s actively manages its IRR
to achieve a balance between risk, earnings volatility and capital preservation. ALCO has primary responsibility
for managing People’s IRR and reports to the Treasury and Finance Committee of the Board of Directors. To
evaluate People’s IRR profile, ALCO monitors economic conditions, interest rate trends, liquidity levels and
capital ratios. Management also reviews assumptions periodically for projected customer and competitor
behavior, in addition 10 the expected repricing characteristics and cash flow projections for assets, liabilities and
off-balance-sheet financial instruments. Actual conditions may vary significantly from People’s assumptions.

Management evaluates the impact of IRR on “Income at Risk” using an earnings simulation model to
project earnings under multiple interest rate environments over a one-year time horizon resulting in a
quantification of IRR. Income at Risk includes significant interest rate sensitive income sources, such as net
interest income, gains on sales of residential mortgage loans and BOLI income.

The earnings projections are based on a static balance sheet and estimates of pricing levels for People’s
products under multiple scenarios intended to reflect instantaneous yield curve shocks. People’s estimates its
base case Income at Risk using current interest rates. Internal guidelines regarding IRR simulation specify that
for instantaneous parallel shifts of the yield curve, estimated Income at Risk for the subsequent one-year period
should not decline by more than: 10% for a 100 basis point shift; 15% for a 200 basis point shift; and 20% for a
300 basis point shift.
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The following table shows the estimated percentage increase (decrease) in People’s [ncome at Risk over a
one-year simulation period beginning December 31, 2006. Given the slope of the yield curve at December 31,
2006, simulations for declines in interest rates below 300 basis points were not meaningful.

Rate Change Percent Change in
(basis points) Income at Risk
+300 ... 7.46%
+200 e 541
HI00 .. 2.88
00 e (3.11)
200 . (7.55)
00 e (15.97)

While Income at Risk simulation identifies earnings exposure over a relatively short time horizon, Market
Value of Equity (“MVE”) takes a long-term economic perspective when quantifying IRR. MVE identifies
possible margin behavior over a longer time horizon and is therefore a valuable complement of interest rate risk
management. Base case MVE is calculated by estimating the net present value of all future cash flows from
existing assets and liabilities using current interest rates. The base case scenario ussumes that future interest rates
remain unchanged.

Internal guidelines limit the exposure of a decrease in MVE resulting from instantaneous parallel shifts of
the yield curve in the following manner: for 100 basis points—10% of base case MVE; for 200 basis points—
15% of base case MVE; and for 300 basis points—20% of base case MVE.

The following table shows the estimated percentage decrease in People’s MVE, assuming various shifts in
interest rates. Given the slope of the yield curve at December 31, 2006, simulations for declines in interest rates
below 300 basis points were not meaningful.

Rate Change Percent Change in
(basis points) Market Value of Equity
+300 .. (631)%
+200 .. (3.65)
+100 . (1.47)
00 .. {0.82)
200 (3.54)
SB00 . e (6.64)

Management believes People’s interest rate risk position at December 31, 2006 represents an acceptable
level of risk. However, given the uncertainty of the magnitude, timing and direction of future interest rate
movements and the shape of the yield curve, actual results may vary from those predicted by People’s models.

People’s uses derivative financial instruments, including interest rate swaps and interest rate floors, as
components of its IRR management. People’s has written guidelines that have been approved by the Board of
Directors and ALCO governing the use of these financial instruments. including approved counterparties and risk
limits, and controls the credit risk of these instruments through collateral, credit approvals and monitoring
procedures. At December 31, 2006, each of People’s counterparties had an investment grade credit rating from
the major rating agencies and is specifically approved up to a maximum credit exposure. Derivative financial
instruments have been used for market risk management purposes (principally interest rate risk) and not for
trading or speculative purposes.

People’s is currently using interest rate swaps and interest rate floors to manage IRR associated with certain
interest-earning assets and interest-bearing liabilities. Interest rate swaps, which are accounted for as fair value

hedges, are used to match more closely the repricing of certain commercial real estate finance loans and the
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funding assoctated with these loans. The interest rate swaps effectively convert the funding liabilities from a
variable interest rate into a fixed interest raie and consequently reduce People’s exposure 1o increases in interest
rates and their effect on interest income and interest expense.

People’s is currently using interest rate floors to partially manage its exposure (o a decrease in interest
income resulting from declines in certain interest rates. These interest rate floors, which are accounted for as cash
flow hedges, offer protection aganst a decline in interest income if the one-month LIBOR-index rate used to
reprice certain floating-rate commercial loans declines below the strike rate on the interest rate floors. If the
one-month LIBOR-index rate falls below the specified strike rate, People’s would receive an interest payment on
the interest rate floor equal to the difference between the one-month LIBOR-index rate on the reset date and the
strike rate, which in effect, would offset the decline in interest income earned on the hedged floating rate
commercial loans from the decline in interest rates.

Foreign Currency Risk

Foreign exchange forward contracts are commitments to buy or sell foreign currency on g future date at a
contractual price. People’s uses these instruments on a limited basis to eliminate its exposure to fluctuations in
currency exchange rates on certain of its commercial loans that are denominated in foreign currencies. Gains and
losses on foreign exchange contracts subsiantially offset the translation gains and losses on the related loans.

Derivative Financial Instruments

The following table summarizes certain information concerning derivative financial instruments utilized by
People’s in its management of IRR. Also see Note 18 to the Consolidated Financial Statements.

As of and for the year ended December 31, 2006 Interest Rate  Interest Rate  Foreign Exchange
(dollars in millions) Floors Swaps Contracts
Notional amountatyearend .. .........cooiiiiienninran... $700.0 $69 $13.1
Weighted average remaining term to maturity (in months) ........ 49 77 2
Decrease in pre-tax inCOME .. ... .vvuuunvenrenraeannnnenens $ (0.8) $— $—
Fair value:
Recognized asanasset ............ ... i iiiiion. 11.5 — —
Recognizedasaliabilny ................... P — 0.2 0.3
As of and for the year ended December 31, 2005 Interest Rate  Interest Rate  Foreign Exchange
{dollars in millions) Floors Swaps Contracts
Notional amount at yearend ................oooiernnnii... $400.0 $96 $17.4
Weighted average remaining term to maturity (in months) ... ... .. 60 85 3
Decrease in pre-1ax INCOME . . ..ottt ivinine e ieeiiennns $ — $0.7 §—
Fair value:
Recognized asanasset ............. ... ... ... ... ... ... 59 — —
Recognizedas aliability . ............ ... ... ... AU — 04 —

Holding Company Structure

In 1988, People’s became a capital stock savings bank as part of a reorganization from its original form as a
mutual savings bank. That process also resulted in the formation of People’s Mutual Holdings (“Holdings™), a
mutual-form financial holding company that is subject to regulation by the Board of Governors of the Federal
Reserve System.

At December 31, 2006, Holdings owned 82.0 million shares of People’s common stock, representing 57.7%
of the total number of outstanding shares of People’s common stock. By virtue of its ownership of a majority of
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People’s outstanding shares, Holdings is able to elect all of the members of the Board of Directors of People’s
and will generally be able to significantly affect the outcome of all matters presented for consideration by the
shareholders of People’s.

Holdings is different in significant aspects from an ordinary financial holding company or a bank holding
company. Holdings is a corporation without shares of capital stock, and Holdings' Articles of Incorporation
require its Board of Trustees to consider the impact of its actions on a variety of constituencies in making certain
business decisions. These include the depositors, employees and debtholders of People’s, and the well-being of
the communities in which Peopte’s conducts business, but do not include People’s sharcholders. Thus, Holdings
will act in a manner that furthers the general interests of these various constituencies.

Since its formation in 1988, Holdings has consistently waived the receipt of cash dividends on substantially
all of the shares of People’s common stock it owns. The Board of Directors of People’s establishes the rate at
which dividends are declared with advance knowledge of the amount of dividends to be waived by Holdings. No
dividends are declared on shares for which Holdings waives the dividend. If dividends had actually been declared
and paid on all outstanding shares of People’s common stock at the same rate as was declared and paid on shares
not subject to the waiver, Holdings would have received additional dividends of approximately $78 million in
2006. There can be no assurance that Holdings will continue to waive the receipt of cash dividends in any future
period, and Holdings retains the right to accept payment of future cash dividends on all of the People’s common
stock it owns, at its discretion.

On September 20, 2006, People’s and Holdings announced their plan to convert from a mutual holding
company structure to a fully-public stock holding company struciure. The Boards of Holdings and People’s have
adopted a Plan of Conversion and Reorganization (the “Plan”). The transactions contemplated by the Plan are
subject to approval by People’s stockholders, its depositors and the OTS. On February 14, 2007, the OTS gave its
conditional approval 1o the Plan. Special meetings of People’s stockholders and depositors to approve the Plan
are scheduled for April 5, 2007. See Note 23 to the Consolidated Financial Statements.

Forward-Looking Statements

Periodic and other filings made by People’s with the OTS (with the FDIC prior to the charter conversion on
August 18, 2006) pursuant to the Securities Exchange Act of 1934 may from time to time contain information
and statements that are forward-looking in nature. Such filings include the Annual Report to Shareholders, Form
10-K, Form 10-Q and Form 8-K, and may include other forms such as proxy statements. Other written or oral
statements made by People’s or its representatives from time to time may also contain forward-looking
statements.

3 4 "

In general, forward-looking statements usually use words such as “may,” “believe,” “expect, anticipate,”
“should,” “plan,” “estimate,” “predict,” “continue” and “potential” or the negative of these terms or other
comparable terminology. Examples of forward-looking statements include, but are not limited to, estimates with
respect to Peopie’s financial condition, results of operations and business that are subject to various factors which
could cause actual results to differ materially from these estimates. Forward-looking statements represent
management's beliefs, based upon information available at the time the statements are made, with regard to the
matters addressed; they are not guarantees of future performance.

Alt forward-looking statements are subject to risks and uncertainties that could cause People’s actual results
or financial condition to differ materially from those expressed in or implied by such statements. Factors of
particular importance to People’s include, but are not limited to: (i) changes in general economic conditions,
including interest rates; (i) potential improvements or deterioration in credit quality; (iii) competition among
providers of financial services; (iv) residential mortgage and secondary market activity; (v) changes in
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accounting and regulatory guidance applicable to banks; and (vi) price levels and conditions in the public
securities markets generally,

All forward-looking statements can be affected by inaccurate assumptions or by known or unknown risks
and uncertainties. Consequently, no forward-looking statement can be guaranteed. People’s does not undertake
any obligation to update or revise any forward-looking statements, whether as a result of new information, future
events or otherwise.
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STATEMENT OF MANAGEMENT’S RESPONSIBILITY

Management is responsible for the preparation, content and integrity of the consolidated financial statements
and all other information included in this annual report. The consolidated financial statements and related
footnotes are prepared in conformity with accounting principles generally accepted in the United States of
America. Management is also responsible for compliance with laws and regulations relating to safety and
soundness as designated by the Office of Thrift Supervision.

The consolidated financial statements as identified in the accompanying Report of Independent Registered
Public Accounting Firm have been audited by KPMG LLP, an independent registered public accounting firm.
These audits were conducted in accordance with auditing standards generally accepted in the United States of
America, and included tests of the accounting records and other auditing procedures considered necessary to
formulate an opinion on the consolidated financial statements.

The Board of Directors has an Audit Committee composed of five outside directors, each of whom meets
the criteria for independence as set forth in applicable listing standards. The Audit Committee meets regularly
with the independent auditors, the internal auditors and management to ensure that the system of internal control
over financial reporting is being properly administered and that financial data is being properly reported. The
Audit Committee reviews the scope and timing of internal audits, including recommendations made with respect
to the system of internal contro! over financial reporting. The independent auditors and the internat auditors have
free access to the Audit Committee.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining effective internal control over financial
reporting for People’s. Management maintains a system of internal control over financial reporting, including an
internal audit function, which is designed to provide reasonable assurance that assets are safeguarded against loss
from unauthorized use or disposition, transactions are properly authorized, and that accounting records are
reliable for the preparation of financial statements. Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness
to future periods are subject to the risk that internal control over financial reporting may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate. ' -

In order to evaluate the effectiveness of internal control over financial reporting, as required by Section 404
of the Sarbanes-Oxley Act, management has conducted an assessment, including testing, using the criteria in
Internal Control—Integrated Framework, issued by the Committee of Sponsoring Organizations of the Treadway
Commission (““COS0O”). Based on its assessment, management has concluded that People’s maintained effective
internal control over financial reporting as of December 31, 2006, based on criteria in Internal Control—
Integrated Framework issued by the COSO. Management’s assessment of the effectiveness of People’s internal
control over financial reporting as of December 31, 2006 has been audited by KPMG LLP, an independent
registered public accounting firm, as stated in their report that is included herein.

/s/ John A. Klein /s/ _Philip R. Sherringham
John A, Klein Philip R. Sherringham
Chairman, Chief Executive Officer Executive Vice President and
and President Chief Financial Officer

February 28, 2007
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Item 8. Financial Statements and Supplementary Data

The information presented in response to this item, which begins on page F-1, is that of People’s Bank,
which will become the primary operating subsidiary of People’s United Financial, Inc. upon completion of the
conversion.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

The information presented in response (o this item relates to the disclosure controls and procedures and the
internal control over financial reporting of People’s Bank, which will become the primary operating subsidiary of
People’s United Financial, Inc. upon completion of the conversion.

The individuals providing the certifications included as exhibits to this report (the “Certifying Officers™)
have concluded that the design and operation of People’s Bank disclosure controls and procedures are effective
for the purpose of ensuring that information required to be disclosed by People’s Bank in reports that it files or
submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported in a timely
manner. This conclusion is based on an evaluation of People’s Bank disclesure controls and procedures
conducted under the supervision and with the participation of the Certifying Officers.

During the quarter ended December 31, 2006, there has not been any change in People’s Bank’s internal
control over financial reporting that has materially affected, or is reasonable likely to materially affect, People’s
Bank’s internal control over financial reporting.

People’s Bank Management’s Report on Internal Control over Financial Reporting appears on page 74 and
the related Report of Independent Registered Public Accounting Firm thereon appears on page F-3.

Item 9B. Other Information

None.

Item 10. Directors and Executive Officers of the Registrant

Response omitted in reliance on Genera! Instruction I 1(a} and (b) of Form 10-K

Item 11. Executive Compensation i

Response omitted in reliance on General Instruction 1 1(a) and (b) of Form 10-K ] _ [

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Response omitted in reliance on General Instruction I 1(a) and (b) of Form 10-K

Item 13. Certain Relationships and Related Transactions, and Director Independence

Response omitted in reliance on General Instruction I 1(a) and (b) of Form 10-K

Item 14. Principal Accounting Fees and Services

The information presented in response to this item is that of People’s Bank, which will become the primary
operating subsidiary of People’s United Financial, Inc. upon completion of the conversion.
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The Audit Committee appointed the firm of KPMG LLP, independent registered public accountants, as
People’s Bank's independent auditors for the year ending December 31, 2006. KPMG LLP has served as the
independent auditors of People’s Bank since 1986. In taking this action, the Audit Committee reviewed the
firm’s professional competence, proposed audit scope and related fees, and the types of non-audit services
rendered by the firm and related fees. Fees billed by KPMG LLP to People’s Bank for professional services
rendered during each of the two most recent fiscal years were as follows:

Audit Fees

Fees for the audit of People’s Bank annual consolidated financial statements for the fiscal years ended
December 31, 2006 and December 31, 2005 and for the review of interim consolidated financial statements
included in People’s Bank’s Form 10-Q filings during those years totaled $1,428,000 in 2006 and $1,243,000 in
2005. The 2006 audit fees included $165,000 related to the issuance of comfort letters and consents in
conjunction with the secend step conversion.

Audit-Related Fees

Fees for assurance and related services reasonably related to the audit or review of People’s Bank’s financial
statements (to the extent not classified as “Audit Fees™) totaled $72,000 in 2006 and $83,000 in 2005. For each of
those years, these services consisted of: financial statement audits for People’s Bank’s pension plan and
employee savings plan; and preparation of a report on certain internal control policies and procedures of People’s
Bank’s Trust Department.

Tax Fees

People’s Bank did not pay any fees for tax compliance, tax advice or tax planning services to KPMG LLP
either in 2006 or 2005. :

All Other Fees

KPMG LLP did not provide or bill for any products and professional services other than those included in
the three categories listed above either in 2006 or in 2005.

The Audit Committee has sole authority to appoint People’s Bank’s independent auditors. In making this
appointment, the Audit Committee carefully considered the firm’s qualifications as auditors for People’s Bank.
This included a review of its performance in prior years, as well as its reputation for integrity and competence in
the fields of accounting and auditing. The Committee has expressed its satisfaction with KPMG LLP in all of
these respects. In addition, the Audit Committee considered the matters discussed above under the heading
“Audit Committee Report.” The Audit Committee also considered factors relating 1o the independence of KPMG
LLP, including whether KPMG LLP’s provision of non-audit services (i.e., services giving rise to fees other than
the audit fees disclosed above) is compatible with maintaining KPMG LLP’s independence.

By resolution adopted on November 20, 2003, the Audit Committee has delegated to George P. Canter
(Chairman of the Audit Commuittee and an independent director under applicable listing standards) the authority
to pre-approve the rendering of audit services and permissible non-audit services by People’s Bank’s independent
auditor. Mr. Carter is required to report any exercise of this authority to the full Audit Committee at its next
scheduled meeting, and to seek the Audit Committee’s ratification of any action so taken.
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Part IV

Item 15. Exhibits and Financial Statement Schedules

(a)(1) The information presented in response to subsection (a) of this item is that of People’s Bank, which will
become the primary operating subsidiary of People’s United Financial, Inc. upon completion of the
conversion. The following consolidated financial statements of People’s Bank and the independent
registered public accounting firm reports thereon are included herein beginning on page F-1:

Consolidated Statements of Condition as of December 31, 2006 and 2005
Consolidated Statements of Income for the years ended December 31, 2006, 2005 and 2004

Consolidated Statements of Changes in Stockholders’ Equity for the years ended December 31,
2006, 2005 and 2004

Consolidated Statements of Cash Flows for the years ended December 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements
Reports of Independent Registered Public Accounting Firm

(a)(2) Financial statement schedules have been omitted as they are not applicable or the information is included
in the consoliduted financial statements or notes thereto.

{a)(3) Exhibits

Please refer to the Annual Report on Form 10-K filed by People’s United Financial, Inc. with the Securities
and Exchange Commission on April 13, 2007 for information about exhibits included with or incorporated by
reference into that filing. This document is avaitabte through the Securities and Exchange Commission’s website
on the internet at www.sec.gov and on People’s United Financial's website at www.peoples.com under “Investor
Relations—Regulatory Filings.”
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SIGNATURES
Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, People’s United
Financial, Inc. has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.

PEOPLE’S UNITED FINANCIAL, INC.

Date: April 12, 2007 By: /s/  JOHN A. KLEIN

John A. Klein
Chairman, Chief Executive Officer
and President

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of People’s United Financial, Inc. and in the capacities and on the dates

indicated.

Date: April 12, 2007 By: /s/ _JOHN A. KLEIN

John A. Klein
Chairman, Chief Executive Officer
and President

Date: April 12, 2007 _ By: /s/  PHILIP R. SHERRINGHAM

Philip R. Sherringham
Executive Vice President and
Chief Financial Officer

Date: April 12, 2007 By: /sf  CHRISTINA M. BLIVEN

Christina M. Bliven
First Vice President, Acting Controller
and Acting Senior Accounting Officer

Date: April 12, 2007 By: /s/  COLLIN P. BARON

Collin P. Baron
Director

Date: April 12, 2007 By: fs/ GEORGE P. CARTER

George P, Carter
Director

Date: April 12, 2007 By: /s/  JERRY FRANKLIN

Jerry Franklin
Director

Date: April 12, 2007 By:

Eunice S. Groark
Director

Date: April 12, 2007 By:

Janet M. Hansen
Director
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Date: April 12, 2007

Date: April 12, 2007

Date: April 12, 2007

Date: April 12, 2007

By:

By:

By:

By:

Richard M. Hoyt
Director

!s/  JEREMIAH J. LOWNEY, JR.

Jeremiah J. Lowney, Jr.
Director

fsf Jack E. MCGREGOR

Jack E. McGregor
Director

/s JaMES A. THOMAS
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People’s Bank and Subsidiaries
Index to Consolidated Financial Statements

Reports of Independent Registered Public Accounting Firm .. ........ ... .. oot
Consolidated Statements of Condition at December 31,2006 and 2005 ... .. ... ... . . o i,
Consolidated Statements of Income for the Years Ended December 3 1,2006,2005and 2004 .. ..........

Consolidated Statements of Changes in Stockholders’ Equity for the Years Ended December 31, 2006,
2005 and 2004 . . L e e

Consolidated Statements of Cash Flows for the Years Ended December 31. 2006, 2005 and 2004 ... .....

Notes to Consolidated Financial Statements ... ... .. . . . i i
The registrant, People’s United Financial, Inc., a Delaware corporation, which was incorporated on

November 2, 2006, has not yet commenced operations and has engaged only in minimal activities to date;

accordingly. the financial statements of People’s United Financial, Inc. have been omitted because of their
immateriality,
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of People’s Bank:

We have audited the accompanying consolidated statements of condition of People’s Bank and subsidiaries
(“People’s™) as of December 31, 2006 and 20053, and the related consolidated statements of income, changes in
stockholders’ equity, and cash flows for each of the years in the three-year period ended December 31, 2006.
These consolidated financial statements are the responsibility of People’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of People’s Bank and subsidiaries as of December 31, 2006 and 2005, and the results of
their operations and their cash flows for each of the years in the three-year period ended December 31, 2006, in
conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of People’s internal control over financial reporting as of December 31, 2006,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission, and our report dated February 28, 2007 expressed an unqualified
opinion on management’s assessment of, and the effective operation of, internal control over financial reporting.

KPMc LIP

Stamford, Connecticut
February 28, 2007
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of People’s Bank:

We have audited management’s assessment, included in the accompanying Management's Report on
Internal Control over Financial Reporting, that People’s Bank and subsidiaries (“People’s”) maintained effective
internal control over financial reporting as of December 31, 2006, based on criteria established in Inrernal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission {"COSO™). People’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of
People’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States), Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reperting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion,

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generaily accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management's assessment that People's maintained effective internal control over financial
reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in
Internal Control—Integrated Framework issued by the COS0, Also, in our opinion, People’s maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control—Integrated Framework issued by the COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated statements of condition of People’s Bank and subsidiaries as of December 31,
2006 and 2005, and the related consolidated statements of income, changes in stockholders’ equity, and cash
flows for each of the years in the three-year period ended December 31, 2006, and our report dated February 28,
2007 expressed an unqualified opinion on those consolidated financial statements.

KPMe LLP

Stamford, Connecticut
February 28, 2007
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People’s Bank and Subsidiaries
Consolidated Statements of Condition

As of December 31 (in millions) 2006 2005
Assets
Cash and due from banks (note 3) .. .. ... i e e $ 3441 §$§ 3916
Short-term iNVesStMents (018 3) L. .. oot it ittt et e et e a e e e 224.6 319
Total cash and cash equivalents ................... e e 568.7 423.5
Securities (note 4):
Trading account securities, at fairvalue . ... ... .. .. i i e 29.6 273
Securities available for sale, at fairvalue .. ... ... .. .. . e e 46.8 1,3343
Securities held to maturity, at amortized cost (fair value of $1.1 and $1.4 at each date) . .. ... .. 1.1 1.4
TOR] SECUIITIES & o v v it v et ettt ie bt ettt n e e e e a e e e 77.5 1,363.0
Securities purchased under agreementstoresell(note 1) ... ... ... ... . . i, — 25.0
Loans (note 5):
Residential MOMZage .. ... ..ottt e e 3,900.1 3,5079
COMIMETCIAl . . L e e e 2,363.6 2,029.2
Commercial real estate fiNAnCe . . .. ... .o e e e e 1,786.7 1,778.3
L0 1T T O 1,321.3 1,257.5
Total JoaMS .o e e 9,371.7 8,572.9
Less allowance for 1oan lo8Ses . ... oottt e e e (74.00 (75.0)
Total 10ans, Ml ... .. i i i e e 9,297.7 8,497.9
Bank-owned life insurance (NO1E 1) .. ..ottt e e e e 212.6 154.6
Premises and equipment, et (NOLE 6) . . . . ittt e e 136.8 140.1
Goodwill (ROte 1) .. e e e e e e e 101.5 101.5
Other acquisition-related intangibles (note 1) .. .. .. ... .. . e 3.5 4.6
Other as8ets (MOLE T) ..o it e e e e et e e e 288.6 222.3
s 7= T U O $10,686.9 $10,932.5
Liabilities
Deposits (note 8):
Non-interest-bearing .. .......c.oiiii i JE N $ 22944 §$ 273531
Savings, interest-bearing checking and money market .......... o it 3,205.2 3,767.4
T 1 PP 3,583.0 2,962.1
ot dEPOSIES .. oottt e i e e 9,082.6 9,082.6
Borrawings (note 9): '
Federal funds purchased .. ... ... . e 4.1 269.9
Federal Home Loan Bank advances .. ... .. ... ... it ittt e nannns — 25.0
Total borrowings .. ........... e U 4.1 2949
Subordinated notes (note 10 .. .. .. . . e 65.3 108.6
Other liabilities . ... . e e e e e e e e 195.4 157.8
Total liabilities .. ... . i e e e e 9,3474 9,643.9
Commitments and contingencies (notes 18 and 19}
Stockholders’ Equity (notes 12 and 13}
Common stock (without par value; 450.0 shares and 150.0 shares authorized; 142.2 shares and 141.6
shares issued and outstanding) ... ... .. e 1422 141.6
Additional paid-in capital .. ... ... . e e 182.9 172.0
Retained BaImIIn S L. o ittt ittt e e e e 1,062.4 998.4
Accumulated other comprehensive loss (note 15) ... ... . i i i e e {48.0) (23.4)
Total stockholders” eqUity . ..« ot e e et 1,339.5 1,288.6
Total labilities and stockholders’ equity ........ .. . i $10.686.9 $10,932.5

See accompanying notes to consolidated financial statements,
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People’s Bank and Subsidiaries
Consolidated Statements of Income

Years ended December 31 (in millions, except per share data) 2006 2005 2004
Interest and dividend income:
Residential MOMBAZE ... .ottt i i e $185.2 $154.7 81377
L0 T 1T 1] o T+ 1 I G P 146.5 108.7 733
Commercial real estate fINANCE . .. ... ittt ettt e e 126.0 116.2 104.9
L 008 VT 11! O O A P 88.3 658 46.7
Total interest On J0ANS . ... .ottt et e 5460 4454 3626
S CUIIEIES (MOC ) L oottt ittt ittt et e e e e, 30.0 60.0 724
SROTT-LETITH IMIVESIINIETIES + 4+ v 4 4 v e sr s v e e e r e et e e e e e e e e e et et e e et i e anns 53 1.5 22
Securities purchased under agreements toresell ... ... e 0.8 10 —
Total interest and dividend income ... ... .. . e 582.1 507.9 4372
Interest expense:
Deposits (NO1e B) . .. .o e 180.1 117.5 86.7
Borrowings (NOTe 9} ... i e e 16.0 9.4 13.6
Subordinated NOES . .. ..t e 9.6 11.3 13.4
Interest allocated to discontinued operations (note 22} .. ... i i i i — — (3.6)
TOLAl INLETESE EXPEIISE .+ 4 v v v v v ae et et et et i s e e e e e s et e i maanaa e 199.7 1382 1101
Net IETeSl iNCOME . . .. ittt i et i r e e 3824 3697 327
Provision for loan l0sses (NOte 8) ... ... .. i e 34 8.6 13.3
Net interest income after provision forloanlosses ........ ... ... o i i 379.0  361.1 3138
Non-interest income:
Fee-based evemues: . ... . . e e e
Service charges on depoSit ACCOUMS .. ittt e it ann s 77.8 724 69.2
TISUMANCE FEVEIIIE | . o\ttt et it e e e e et et e et e e e et et e e 273 28.0 2719
Brokerage COMMISSIONS . . ...ttt ittt s eee s 12.2 1.7 12.6
L0701 Y 357 394 33.2
Total fee-based revenUeS . ... ... .t i e a s 153.0 151.5 142.9
Net security loSSes (MO1E d) . ...ttt e it aai e 27.2) 0.1 4.7
Bank-owned life insurantce (NOLE 1} .. .. .t i e i e 9.1 3.3 —
Net gains on sales of residential mortgage loans (note 5} ... ... L 20 4.0 17
Gainonsale of branches (note 2) . ... ... .. i i e e — 8.1 —
Other NON-INIErESL INCOME . . Lo\t ittt e e ettt e et e e in et ma et ia s 10.5 6.5 9.8
Tolal NON-INIEFESt IMCOMIE . . .o\ttt et ittt e e ot e ettt s car s e s annnesmnns 147.4 173.3 151.7
Non-interest expense:
Compensation and benefits (notes 16 and 17) ... ... il e 202.9 195.5 194.3
Occupancy and eqQUIPMENE . . ... it e 62.2 62.4 69.3
Liability restructuring costs (notes 9, 10and 18) . ... ... . — 27 1334
Goodwill impairment charge (note 1) .. ... e — 20 —
Other NON-IMIErEST EXPEIISE + . o o v vttt r v e v e e met v e am e e e s e a s 81.8 81.8 82.7
Total NON-IMErest EXPEISE . ... ...t it ittt e 3469 3444 4797
Income (loss) from continuing operations before income tax expense (benefit) ............. 179.5 190.0 (14.2)
Income tax expense (benefit) (note 11) . ... ... it e s 57.8 64.1 (8.6)
Income (loss) from continuing OPerations .. ....... ..ottt 121.7 125.9 {5.6)
Discontinued operations (note 22):
Income from discontinued operations, netof tax . ... . i e 23 5.0 6.8
Gain on sale of discontinued operations, netof tax .. ......... .. ... .. il — 6.2 198.5
Income from discontinued OPEralONS . . ... vttt 23 11.2 2053
1= T 1 1 1< I $124.0 31371 $199.7
Earnings per common share (note 14)
Basic:
Income (loss) from CONLNUINE OPETaliONS ... . ... . ittt 508 5089 3(0.04)
L IMCOMIE . L.ttt ittt it et et e e e e e 0.88 0.97 1.43
Diluted:
Income (Joss) from continuing operations .................oiiiiniiii i (.85 0.89 0.04)
[ BT T ¢ 11~ P 0.87 0.97 1.42

See accompanying notes to consolidated financial statements.
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People’s Bank and Subsidiaries

Consolidated Statements of Changes in Stockholders’ Equity

Accumulated
Additional Other Total
Common Paid-In Retained Comprehensive Stockholders’
(in millions, except per share data) Stock Capital Earnings Loss Equity
Balance at December 31,2003 ............... $1395 81377 § 7598 $(35.0) $1,002.0
Netincome ............... ... .. ... ....... — — 199.7 — 199.7
Other comprehensive income, net of tax (note 15) _— — _ 228 22.8
Total comprehensive income ............. 222.5
Cash dividends on common stock ($0.75 per
share) ....... ... ... oL — — (45.8) — (45.8)
Stock options and related tax benefits .......... 1.3 19.8 — — 21.1
Balance at December 31,2004 ... ............ 140.8 157.5 913.7 (12.2) 1,199.8
Netincome .......... ... .. i, — — 137.1 — 137.1
Other comprehensive loss, net of tax (note 15) . ., — — — (11.2) (11.2)
Total comprehensive income ............. 125.9
Cash dividends on common stack {$0.85 per
share) ... ... ... . L —_ — (52.4) — (52.4)
Stock options and related tax benefits .......... 0.8 14.5 — — 15.3
Balance at December 31,2005 ............... 141.6 172.0 998.4 (23.4) 1,288.6
Netincome ............cooiiiieninnnnnn... — — 124.0 —_— 124.0
Other comprehensive income, net of tax (note 15) — — — 15.4 15.4
Total comprehensive income .. ........... 139.4
Cash dividends on common stock ($0.97 per
share) ... ... ... -— — (60.0) — (60.0)
Stock options and related tax benefits .......... 0.6 10.9 — — 11.5
Adjustment to accumulated other comprehensive
loss upon adoption of SFAS No. 158 on
December 31,2006 ...................... — —_ — (40.0) (40.0)
Balance at December 31,2006 ............... $1422  $1829 $1,0624 $(48.0) $1,339.5

See accompanying notes to consolidated financial statements,




People’s Bank and Subsidiaries
Consolidated Statements of Cash Flows

Years ended December 31 (in millions)

Cash Flows from Operating Activities:
N 1 0] Pt
Income from discontinued operations, netof X . ... ... i i

Income (loss) from continUINg OPEratioNs .. ... ... uiitiiiiaiiie i an e,
Adjustments to reconcile net income to net cash provided by operating activities of continuing
operations;
Provision for loan T08Ses ... ... i e e
Depreciation and amortization of premises and equipment ............ ... ... . 0o
Amortization of leased eqUIPMENL . . .. ... .. i e
Goodwill impairment Charge . ... ... v i i e i i e
Amortization of other acquisition-related intangibles .. ... ... .. ... ... oo
Deferred Income ax eXPense . . ... i i i
Netsecurity losses . ... it e
Net gains on sales of residential montgage loans .. .............. ... ...
Originations of loans held-for-sale .......... ... . ... . . i i
Proceeds from sales of foans held-for-sale ............ ... .. it
Gainonsaleof branches ........ .. . i e
Nel (increase) decrease in trading account SECUTILIES . ... i vt irrne v inn-s
Pension plan contribution . ... ... e
Net changes in other assets and liabilities .......... ... o i i

Net cash provided by operating activities of continuing operations ..................

Cash Flows from Investing Activities:
Purchases of securities purchased under agreememstoresell . ............ . ... . o
Proceeds from sale of securities purchased under agreements toresell ...................
Proceeds from sales of securities availableforsale . ...........oo oo s
Proceeds from principal repayments of securities available forsale . .....................
Proceeds from principal repayments of securities held tomaturity ... ... ... . ...
Purchases of securities availableforsale .. ... ... .. o i i
Proceeds fromsalesof foans ... ... ...
Disbursements for loan originations, net of principal collections . ............ ... ... 0.
Purchase of l0ans . .. ... o e e
Netcashpaidinbranchsale ... ... . i i i ans
Purchase of bank-owned life insurance ., . ... ... i
Return of premium on bank-owned life insurance ........... ... .00 i
Purchases of premises and equipment . ... ... .. i
Purchases of leased equipment . ... .. ... . i i i e

Net cash provided by {used in) investing activities . ........... ... ... ... ... oo

Cash Flows from Financing Activities:
Netincrease in deposils ...t u et e oo et e s
Net decrease in borrowings with terms of three monthsorless . ............ ... iss
Repaymenis of borrowings with terms greater than three months ................. .. .. ..
Repayments of subordinated notes ... ... i e
Repurchases of subordinatednotes ............. ... .. i il
Cash dividends paidoncommon stock ... .o i i e
Proceeds from issuance of common stock, net of related tax benefus .......... ... ... ...

Net cash (used in) provided by financing activities ... .. ... ... ... ool

Cash Flows from Discontinued Operations:
Operating aclivities . .. ... ... i i e e e
Investing activities .. .. ... . e

Net cash provided by discontinued operations . .............. ... ... ... ...

Net increase (decrease) in cash and cashequivalents ......... ... . ... ... ol
Cash and cash equivalents at beginning of year ... .. o o i

Cash and cash equivalentsatend of year ... ... ... . . . i

Supplemental Information:
INEErESt PAYIMEITS L . oottt e n e it mmm e i eee e
INCOmME MAX PAYIMEIIS . . ..ottt it ie e e it ian i taa ey
Real estate properties acquired by foreclosure ... ... . o

See accompanying notes to consolidated financial statements.
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People’s Bank and Subsidiaries
Notes to Consolidated Financial Statements

NOTE 1—Summary of Significant Accounting Policies

People’s Bank (“People’s”) is a federally-chartered stock savings bank offering a full range of financial
services 1o individual, corporate and municipal customers. People’s provides traditional banking services of
accepting deposits and originating loans, as well as specialized financial services through its subsidiaries,
including: brokerage, financial advisory services, investment management services and life insurance through
People’s Securities, Inc. (“PSI”); equipment financing through People’s Capital and Leasing Corp. (“PCLC");
and other insurance services through R.C. Knox and Company, Inc. (“RC Knox™).

People’s converted to a federally-chartered stock savings bank from a Connecticut-chartered stock savings
bank effective August 18, 2006. The Office of Thrift Supervision (“OTS8™) is People's regulator under the federal
charter. Previously under its state charter, People’s was regulated by the State of Connecticut Department of
Banking and the Federal Deposit Insurance Corporation (“FDIC”). Simultaneously with People’s conversion,
People’s Mutual Holdings (“Holdings™) converted to a federally-chartered mutual holding company from a
Connecticut-chartered mutual holding company. On September 20, 2006, People’s and Holdings announced their
plan to convert from a mutual holding company structure to a fully-public stock holding company structure. See
Note 23 for a further discussion.

People’s overall financial results are particularly dependent on economic conditions in the state of
Connecticut. which is its primary market, although economic conditions elsewhere in the United States affect its
equipment financing and national lending businesses. Deposits are insured up to applicable limits by the Deposit
Insurance Fund of the FDIC.

Basis of Financial Statement Presentation

The consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America and include the accounts of People’s and its subsidiaries. All
significant intercompany transactions and balances are eliminated in consolidation.

In preparing the consolidated financial statements, management is required te make significant estimates
and assumptions that affect the reporied amounts of assets, liabilities. revenues and expenses, including the
classification of revenues and expenses to discontinued operations. Actual resulis could differ from
management’s current estimates, as a result of changing conditions and future events, Several estimates are
particularly critical and are susceptible to significant near-term change, including the allowance for loan losses,
the valuation of derivative financial instruments, and asset impairment judgments including other-than-temporary
declines in the value of securities and the recoverability of goodwill and other intangible assets. These significant
accounting policies and critical estimates, which are inctuded in the discussion below, are reviewed with the
Audit Committee of the Board of Directors.

For purposes of the Consolidated Statements of Cash Flows, cash equivalents include highly ligquid
instruments with an original maturity of three months or less, including commercial paper and money market
mutual funds. These instruments are reported as short-tenm investments in the Consolidated Statements of
Condition at amortized cost, which approximates fair value.

Certain reclassifications have been made to prior year amounts to conform to the current year presentation.
These include the reclassification of equipment leased to commercial customers, with a net book value of
$9.3 million and $7.7 million at December 31, 2005 and 2004. respectively, from premises and equipment to
other assets in the Consolidated Statements of Condition. For the years ended December 31, 2005 and 2004,
revenue of $1.5 million and $0.9 million. respectively, and amortization expense of $1.3 million and
$0.7 million, respectively, previously included in occupancy and equipment in the Consclidated Statements of
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People’s Bank and Subsidiaries
Notes to Consolidated Financial Statements—{Continued)

Income, were reclassified to other non-interest income and other non-interest expense. respectively. The cash
flows attributable to the eperating and investing activities related to this equipment have been disclosed
separately for all years presented in the Consolidated Statements of Cash Flows. The reclassifications were not
material to People’s Consolidated Financial Statements.

The cash flows attributable to residential mortgage loans originated with the intent to sell, previously
classified as investing activities, are now classified as operating activities in accordance with Statement of
Financial Accounting Standards (*SFAS™) No. 102, “Statement of Cash Flows—Exemption of Certain '
Enterprises and Classification of Cash Flows from Certain Securities Acquired for Resale.” The reclassification
had the effect of increasing subtotals of cash flows from operating activities of continuing operations by
$9.4 million and $9.0 million for the years ended December 31, 2005 and 2004, respectively, and decreasing cash
flows from investing activities by corresponding amounts. The reclassifications were not material to People’s
Consolidated Financial Statements.

Securities

Marketable equity and debt securities (other than those reported as short-term investments) are classified as
either trading account securities, held to maturity securities (applicable only to debt securities) or available for
sale securities. Management determines the classification of a security at the time of its purchase.

Securities purchased for sale in the near term are classified as trading account securities uand reported at fair
value. Unrealized gains and losses are reported in non-interest income.

Debt securities for which People’s has the positive intent and ability to hold to maturity are classified as
held 1o maturity securities and reported at amortized cost. All other securities are classified as available for sale
and reported at fair value. Unrealized gains and losses on securities available for sale are reported on an after-tax
basis in stockholders’ equity as accumulated other comprehensive income or loss. Premiums are amortized and
discounts are accreted to interest income for debt securities, using the interest method over the remaining period
to contractual maturity, adjusted for the effect of actual prepayments in the case of mortgage-backed securities,
collateralized mortgage obligations (“CMOs™) and other asset-backed securities. Federal Home Loan Bank
(“FHLB") stock is a non-marketable equity security reported at cost.

Security transactions are generally recorded on the trade date. Realized gains and losses are determined
using the specific identification method and reported in non-interest income. Security transactions recorded on
the settlement date were limited to purchases of certain mortgage-backed securities during 2004 that had
settlement dates occurring up te 30 days after the trade date. These purchases had trade and settlement dates
occurring within the same quarter, and interest income began to accrue when the respective security settled. As
such, there was no impact on People’s interim or annual financial statements.

Management conducts a periodic review and evaluation of the securities portfolio to determine if the decline
in fair value of any security appears to be other than temporary. If the decline is deemed to be other than
temporary, the security is written down to a new cost basis and the resulting loss is reported in non-interest
income. The factors considered by management in its periodic review include, but are not limited to: the:length
of time and extent to which the fair value has been less than cost: the financial condition and near-term prospects
of the issuer; the ratings of the security; whether the decline in fair value appears to be issuer specific or,
alternatively, a reflection of general market or industry conditions; and People’s intent and abllny to hold the
security for a period of time sufficient to allow for a recovery in fair value.- .




People’s Bank and Subsidiaries
Notes to Consolidated Financial Statements—{(Continued)

Securities Resale Agreements

In securities resale agreements, a counterparty transfers securities to People’s under an agreement to resell
the same or substantially the same securities at a fixed price in the future. These agreements are accounted for as
a secured loan agreement transaction since the counterparty maintains effective control over the transferred
securities and the transfer meets the other criteria for such accounting. The transferred securities are pledged by
the counterparty as collateral and People’s does not have the right by contract to sell or repledge that collateral.
The market value of the pledged collateral approximates the recorded amount of the secured loan. Decreases in
the market value of the transferred securities below an established threshold will necessitate the counterparty
providing additional collateral.

Loans and Allewance for Loan Losses

Loans held for sale are reported at the lower of cost or estimated fair value in the aggregate, considering the
effect of forward sales commitments, with any adjustment for net unrealized tosses reported in non-interest
income. All other loans are reported at amortized cost less the allowance for loan losses. Management identifies
and designates as loans held for sale all newly originated adjustable-rate and fixed-rate residential mortgage
loans that meet certain secondary market requirements as these loans are originated with the intention to sell.
From time to time, management identifies and designates certain adjustable-rate residential mortgage loans held
in the loan pontfolio for sale, and, accordingly, these loans are transferred to loans held for sale.

The allowance for loan losses is established through provistons for loan losses charged to income. Losses on
loans, including impaired loans, are charged to the allowance for loan losses when all or a portion of a loan is
deemed to be uncollectible. Recoveries of loans previously charged off are credited to the allowance when
realized.

Management maintains the allowance for loan losses at a level that is believed to be adequate to absorb
probable losses inherent in the existing loan portfolio, based on a quarterly evaluation of a variety of factors.
These factors include, but are not limited to: People’s historical loan loss experience and recent trends in that
experience; risk ratings assigned by lending personnel to commercial real estate finance, commercial and PCLC
loans, and the resulis of ongoing reviews of those ratings by People’s independent loan review function; an
evaluation of non-performing loans and related collateral values; the probability of loss in view of geographic
and industry concentrations and other portfolio risk characteristics; the present financial condition of borrowers;
and current economic conditions. While management seeks to use the best available information to make these
evaluations, future adjustments to the allowance for loan losses may be necessary based on changes in economic
conditions, results of regulatory examinations, further information obtained regarding known problem loans, the
identification of additional problem loans and other factors.

The allowance for loan losses consists of amounts determined in accordance with SFAS No. 3, “Accounting
for Contingencies,” and SFAS No. {14, “Accounting by Creditors for Impairment of a Loan.” In applying SFAS
No. 5, management considers the factors listed in the preceding paragraph in order to estimate a loss allowance
for (i) each homogeneous pool of smaller balance loans (residential mortgage and consumer loans) that are
evaluated on a collective basis, and (i) commercial real estate finance and commercial loans that are not
considered impaired under SFAS No., 114, A loan is considered impaired when, based on current information and
events, it is probable that Pecple’s will be unable to collect all principal and interest due according to the
contractual terms of the loan. People’s applies SFAS No. 114 to loans that are individually evaluated for
collectibility in accordance with its normal loan review procedures. Under SFAS No. 114, impaired loans are
reported based on one of three measures: the present value of expected future cash flows discounted at the loan’s
effective interest rate; the loan’s observable market price; or the fair value of the collateral if the loan is collateral
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People’s Bank and Subsidiaries
Notes to Consolidated Financial Statements—(Continued)

dependent. If the measure is less than an impaired loan’s recorded investment, an impairment loss is recognized
as part of the allowance for loan losses.

Interest and Fees on Loans

Interest on loans is accrued to income monthly based on outstanding principal balances. A loan is classified
as non-accrual generally when it becomes 90 days past due as to interest or principal payments. All previously
accrued but unpaid interest on non-accrual loans is reversed from interest income in the current period. Interest
payments received on non-accrual loans (including impaired loans) are generally applied as a reduction of
principal if future collections are doubtful, although such interest payments may be recognized as income. A loan
remains on non-accrual status until the factors that indicated doubtful collectibility no longer exist or until a loan
is determined to be uncollectible and is charged off against the allowance for loan losses.

Loan origination fees and certain direct loan origination costs are deferred, and the net fee or cost is
recognized in interest income as an adjustment of yield. Depending on the loan portfolio, deferred amounts are
amortized using either the actual life or the estimated average life of the loan.

Fee-Based Revenues

Service charges on deposit accounts are recorded when earned. Insurance revenues represent commissions
earned solely from performing broker-'and agency-related services. Insurance commission revenues related to
agency-billed policies are recognized at the later of the policy billing date or the policy effective date. Insurance
commission revenues on premiums directly billed by insurance carriers are recognized as revenue during the
period commissions are paid by the insurance carrier. Brokerage commissions are recognized on a trade-date
basis. Investment management fees are accrued when earned based on total assets under management,

Bank-Owned Life Insurance : ‘

Bank-owned life insurance (“BOLI") repreéents the cash surrender value of life insurance policies
purchased on certain management-level employees. People’s invested $150 million in a BOLI program in 2005
and made an additionat $50 million investment in 2006. Increases in the cash surrender value of these policies
and death benefits in excess of the related invested premiums are included in non-interest income in the
Consolidated Statements, of Income, while insurance proceeds received are recorded as a reduction in the cash
surrender value. ' ’

Premises and Equipment

Premises and equipment are reported at cost less accumulated depreciation and amortization, except for
jand, which is reported at cost. Buildings, data processing and other equipment, computer software, furniture and
fixtures are depreciated using the straight-line method over the estimated useful lives of the assets. Leasehold
improvements are amortized using the straight-line method over the shorter of the remaining lease term, the
estimated useful life of the improvements or 10 years. Capitalized software development costs are amortized on a
straight-line basis over the estimated useful life of the software. The estimated useful lives are as follows:
buildings—40 years; data processing and other equipment—3 to 5 years; computer software—3 to 5 years; and
furniture and fixtures—10 years.

Goodwill and Other Acquisition-Related Intangibles

SFAS No. 141, “Business Combinations,” requires, among other things, use of the purchase method to
account for all business combinations and specifies criteria that acquired intangible assets must meet in order to
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People’s Bank and Subsidiaries
Notes to Consolidated Financial Statements—(Continved)

be recognized and reported separately from goodwill. The assets and liabilities of an acquired company are
recorded at fair value at the date of acquisition. Intangible assets are recognized in an amount equal to the excess
of the acquisition cost over the fair value of the net assets acquired. “Other acquisition-related intangibles” are
separately identified, where appropriate. for the estimated value of acquired customer relationships and are
amortized on a straight-line basis over the estimated remaining average life of those relationships (ranging from 7
to 12 years from the respective acquisition dates). The remaining intangible asset is classified as goodwill.

SFAS No. 142, “Goodwill and Other Intangible Assets,” requires that goodwill be reviewed for impairment
at least annualiy, with impairment losses charged to expense when they occur. Acquisition-related intangible
assets other than goodwill are amortized to expense aver their estimated useful lives and are periodicaily
reviewed by management to assess recoverability. Impairment losses are recognized as a charge to expense if
carrying amounts exceed fair values.

SFAS No. 142 requires that goodwill be tested for impairment using a two-step approach that involves the
identification of “reporting units” and the estimation of fair values. Goodwill shall also be tesied for impairment
when events occur that would more likely than not reduce the implied fair value of goodwill below its carrying
value. An impairment loss is recognized as a charge to expense for any excess of the goodwill carrying amount
over implied fair value.

The annual goodwill impairment evaluation, as required by SFAS No. 142, was compieted by management
as of December 31, 2006 using the two-step approach. It was determined that the fair value of People’s reporting
units exceeded their respective carrying amounts and, therefore, no irmpairment loss was recognized in 2006.

People’s goodwill totaled $101.5 million at both December 31, 2006 and 2005. At December 31, 2006,
goodwill was allocated to the Consumer Financial Services and Commercial Banking sezments in the amounts of
$96.8 million and $4.7 million, respectively,

People’s other acquisition-related intangible assets totaled $3.5 million and $4.6 million; gross camying
amounts totaled $28.1 million and $28.1 million; and accumulated amortization totaled $24.6 million and
$23.5 million, at December 31, 2006 and December 31, 2005, respectively. Certain other acquisition-related
intangible assets with original gross carrying amounts totaling $13.1 million were fuily amortized by
December 31, 2006. Other acquisition-related intangible assets have an original weighted-average amortization
period of 11 years. Amortization expense of other acquisition-related intangible assets totaled $1.1 million,
$1.8 million and $3.4 million in 2006, 2005 and 2004, respectively. The estimated aggregale amortization
expense over each of the next four years for other acquisition-related intangible assets is as follows: $1.1 million
in 2007, $1.0 million in 2008 and 2009; and $0.4 million in 2010.

Real Estate Owned

Real estate owned (“REQO”) properties acquired through foreclosure or deed-in-lieu of foreclosure are
recorded initially at the lower of cost or estimated fair value less costs to sell. Any write-down of the recorded
investment in the related loan is charged to the allowance for loan losses wpon transfer io REO. Thereafter, an
allowance for REO losses is established for any further declines in the property’s value. This allowance is
increased by provisions charged to income and decreased by charge-offs for realized losses. Management's
periodic evaluation of the adequacy of the allowance is based on an analysis of individual propenties, as well as a
general assessment of current real estate market conditions.

Securities Repurchase Agreements

In securities repurchase agreements, People’s transfers securities to a counterparty under an agreement to
repurchase the same or substantially the same securities at a fixed price in the future. These agreements are
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accounted for as secured financing transactions since People’s maintains effective control over the transferred
securities and the transfer meets the other criteria for such accounting. The transferred securities are pledged by
People’s as collateral and the counterpasty has the right by contract to sell or repledge that collateral.

Income Taxes

Deferred taxes are recognized for the estimated future 1ax effects attributable to “temporary differences™ and
tax loss carryforwards. Temporary differences are differences between the financial statement carrying amounts
and the tax bases of existing assets and liabilities. A deferred tax liability is recognized for all temporary
differences that will result in future taxable income. A deferred tax asset is recognized for all temporary
differences that will result in future tax deductions and for all tax loss carryforwards, subject to reduction of the
asset by a valuation allowance in certain circumstances. This valuation allowance is recognized if, based on an
analysis of available evidence, management determines that it is more likely than not that some portion or all of
the deferred tax asset will not be realized. The valuation allowance is subject to ongoing adjustment based on
changes in circumstances that affect management’s judgment about the realizability of the deferred tax asset.

Deferred tax assets and liabilities are measured using the enacted tax rates expected to apply to future
taxable income. The effect on deferred tax assets and liabilities of a change in tax laws or rates is recognized in
income tax expense in the period that includes the enactment date of the change. Tax benefits attributable to
deductions arising from the exercise of non-statutory stock options are credited to additional paid-in capital.

Earnings Per Common Share

Basic earnings per share (“EPS”} excludes dilution and is computed by dividing net income applicable to
common stock by the weighted average number of common shares outstanding for the year. Diluted EPS reflects
the potential dilution that could occur if securities or other contracts to issue common stock (such as stock
options) were exercised or converted into additional common shares that would then share in the earnings of the
entity. Diluted EPS is computed by dividing net income by the weighted average number of common shares
outstanding for the year, plus an incremental number of common-equivalent shares computed using the treasury
stock method.

Derivative Instruments and Hedging Activities

People’s uses derivatives for market risk management purposes {(principally interest rate risk) and not for
trading or speculation purposes.

All derivatives are recognized as either assets or liabilities and are measured at fair value. Favorable
changes in fair values result in unrealized gains that are recognized as assets, while unfavorable changes result in
unrealized losses that are recognized as liabilities. People’s hedge accounting methods vary depending on
whether the derivative instrument is classified as a fair value hedge or a cash flow hedge. Hedge accounting is
permitted only if specific criteria are met, including a requirement that a highly effective relationship exist
between the derivative instrument and the hedged item, both at inception of the hedge and on an ongoing basis.
Results of effective hedges are recognized in current earnings for fair vatue hedges. Changes in the fair value of
effective cash flow hedges are recognized in other comprehensive income until earnings are affected by the
variability in cash flows of the designated hedged item. Ineffective portions of hedge results are recognized in
current earnings.

People’s formally documents all relationships between the derivative instruments and the hedged items, as
well as its risk management objectives and strategies for undertaking the hedge transactions. This process
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includes linking all derivatives that are designated as hedges to specific assets and liabilities, or to specific firm
commitments or forecasted transactions. People’s also formally assesses, both at inception of the hedge and on an
ongoing basis, whether the derivatives that are vsed in hedging transactions are highly effective in offsetting
changes in the fair values or cash flows of the hedged items. If it is determined that a derivative is not highly
effective or has ceased to be a highly effective hedge, People’s would discontinue hedge accounting
prospectively. In the event of a prepayment of a hedged commerctal real estate finance loan, the interest rate
swap hedging such loan will be terminated. Gains or losses associated with the termination of the derivative and
any basis adjustment to the commercial real estate finance loan will be recorded currently in earnings.

People’s uses the dollar offset method, regression analysis and scenario analysis to assess hedge
effectiveness at inception and on an ongoing basis. Such methods are chosen based on the nature of the hedge
strategy and are used consistently throughout the life of the hedging relationship.

Interest rate-lock commitments extended (o borrowers relate 1o the origination of residential mortgage loans,
To mitigate the interest rate risk inherent in these commitments, People’s enters into mandatory delivery and best
efforts contracts to seil adjustable-rate and fixed-rate residential mortgage loans. Forward commitments to sell
and interest rate-lock commitments on residential mortgage loans are considered derivatives and their respective
estimated fair values are adjusted based on changes in interest rates and exclude the value of mortgage servicing
rights.

Stock-Based Compensation

People’s adopted SFAS No. 123-R, “Share-Based Payment,” effective January 1, 2006, which replaced
SFAS No. 123 “Accounting for Stock-Based Compensation™ and superseded Accounting Principles Board
(“APB") Opinion No. 23, “Accounting for Stock [ssued to Employees,” and its related interpretations. Among
other things, SFAS No. 123-R requires that costs resulting from all share-based payment transactions with
employees be recognized in the financial statements. As described in Note 17, in December 2005, People’s
accelerated the vesting of all ouistanding unvested siock options awarded to employees.

Prior to adopting SFAS No. 123-R, People’s accounted for stock options in accordance with APB Opinion
No. 25. Accordingly, People’s did not recognize compensation expense for fixed stock options granted with an
option exercise price equal to the fair value of the underlying stock at the grant date. The fair value of restricted
stock awards, measured at the grant date and based on quoted market prices, was recorded as a component of
stockholders’ equity and amortized to compensation expense on a straight-line basis over the vesting period.

SFAS No. 123 encouraged the recognition of the fair value of all stock-based awards on the date of grant as
expense over the vesting period. However, as permitted by SFAS No. 123, People’s continued to apply the
intrinsic value-based method of accounting prescribed by APB Opinion No. 25 and disclosed centain pro-forma
amounts as if the fair value approach of SFAS No. 123 had been applied.

SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure, an amendment of
SFAS No. 123" provided alternative metheds of transition for a voluntary change to the fair value method of
accounting for stock-based employee compensation. In addition, this standard amended the disclosure
requirements of SFAS No. 123 by requiring prominent pro-forma disclosures in both annual and interim financial
statements, which are included in the following table. Sce Note 17 for a further discussion of SFAS No. 123,
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The following table illustrates the effect on net income and eamings per common share for 2005 and 2004 if
People’s had applied the fair value recognition provisions of SFAS No. 123:

Years ended December 31 (in millions, except per share data) 2005 2004
Net income, as TEPOTTEd . . .« o\ttt it eet e e ar i $137.1 $199.7
Add: stock-based employee compensation expense included in reported net income, net of
related A% EITECS .. oottt e e 1.4 1.4
Less: total stock-based employee compensation expense determined under the fair value based
method for all awards, net of related tax effects .. .. ... ..o il (1.9) 2.D
Pro formanetincome ............... e e e $136.6 3$199.0
Basic EPS:
ASTEPOMEd L ..ttt e $ 097 $ 143
PrOTOTIIIA « + o vt vt e e et e e e e e ettt e e e e e e s 0.97 1.42
Diluted EPS:
ASTEPOTIEA . .ottt ettt et e e e $097 % 142
PO O - o o ettt et e e e e e e e 0.96 1.41

Accounting Standards

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (“SAB™)
Topic 1N, “Financial Statements—Considering the Effects of Prior Year Misstatements When Quantifying
Misstatements in Current Year Financial Statements” (“SAB No. 1087}, in order to address diversity in practice
in quantifying financial statement misstatements. SAB No. 108 requires that misstatements be quantified using
both the balance-sheet and income-statement approaches. Financial statements would require adjustment when
either approach results in quantifying a misstatement that is material, after considering all relevant quantitative
and qualitative factors. SAB No. 108 is effective for annual financial statements for the first fiscal year ending
after November 15, 2006. The application of SAB No. 108 did not have an impact on People’s Consolidated
Financial Statements,

People’s adopted SFAS No, 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans,” effective December 31, 2006. Among other things, SFAS No. 158 requires an employer to
recognize the funded status of its pension and other postretirement benefit plans in its statement of financial
position effective for fiscal years ending after December 15, 2006. SFAS No. 158 will also require the
measurement of plan assets and benefit obligations as of the date of the employer’s fiscal year-end {eliminating
the use of earlier measurement dates currently permissible), effective for fiscal years ending after December 15,
2008. See Note 16 for a further discussion of People’s adoption of SFAS No. 158.

In June 2006, the FASB issued FASB Interpretation No. 48 (“FIN 48"), “Accounting for Uncertainty in
Income Taxes.” FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with FASB Statement No. 109, “Accounting for Income Taxes.” FIN 48 aiso
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006. The application
of FIN 48, beginning in the first quarter of 2007, is not expected to have a material impact on People’s
Consolidated Financial Statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which establishes a
definition and measurement date for fair value and expands the disclosures regarding fair-value measurement.
SFAS No. 157 is effective for fiscal years beginning after November 15, 2007. The adoption of SFAS No. 157 is
not expected to have a material impact on People’s Consolidated Financial Statements.
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NOTE 2—Sale of Branches

In the fourth quarter of 2005, People’s sold three of its branch offices located in eastern Connecticut.

Included in the sale were approximately $61 million in total deposits, $0.1 million of fixed assets and leasehold

improvements, and certain other miscellaneous assets and liabilities. People’s recorded a gain on sale of
$8.1 million, which is included in non-interest income in the Consolidated Statements of Income.,

NOTE 3—Cash and Short-Term Investments

Reserves in the form of deposits with the Federal Reserve Bank and vault cash totaling $112.7 million and

$116.4 million at December 31, 2006 and 2005, respectively, were maintained to satisfy federal regulatory

requirements. These amounts are included in cash and due from banks in the Consolidated Statements of
Condition.

Short-term investments include the following cash equivalents:

As of December 31 (in millions) 2006
Federal funds sold .. ... it e $193.3
Money market mutval funds ... .. L e e 23.0
Commercial PAPET . .. ..o o e e e 8.3
Total Short-term INVESITIENIS . . . ..ttt ettt e e et e e et e e e e e $224.6
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NOTE 4—Securities

The amortized cost, gross unrealized gains and losses, and fair value of People’s securities are as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
As of December 31, 2006 (in millions) Cost Gains Losses Value
Trading account SECUNTHES ... ... .uuvrinrerneaaeenreass § 296 53— $ — $ 296
Securities available for sale: '
Debt securities:
U.S. Treasury and agency .........c.covnuereeoaninnnn., 259 — — 259
Total debt securities . .......oviieenenrmeninvenns 259 — — 259
Equity securities: -
FHLB StOCK . oot it it et it e it ieeasaaaanns 2011 —_ — 20.1
Oher SECUTLIES « v v vt vt ieie e i e a i aaea i nann 0.6 0.2 — 0.8
Total equity SECUMLES . . ... ur e 20.7 0.2 — 20.9
Total securities available forsale ................... 46,6 0.2 — 46.8
Securities held to maturity:
Corporateand other ............ .. i i.1 — — 1.1
Total securities held tomatority .................... 1.1 — —_ 1.1
Total SECHIES . oot vt st e e e i ie e e $ 773 $02 5 — $ 775
Gross Gross
. Amortized Unrealized Unrealized Fair
As of December 31, 2005 (in millions) Cost Gains Losses Value
Trading account SECURILES . ... .....ivuiiieanennnnn ey $ 273 $— 3 — $ 273
Securities available for sale:
Debt securities: )
Mortgage-backed securities and CMOs .................. 1,036.7 0.1 (21.9) 1,0149
U.S. Treasury and agency ... ........ouevvnroeenenuas 295.0 — (7.3) 287.7
Total debt SeCurities . ... i iiir e iain s 1,331.7 0.1 (29.2) 1,302.6
Equity securities:
FHLB StOCK - . oottt ie et v e e e aanan e 306 — — 30.6
Other SECUTITIES .« - .. vttt ee et i eiem e anaanss 09 0.2 — 1.1
Total equity securities ..., 315 0.2 — 317
Total securities available forsale ................... 1,363.2 0.3 (29.2) 1,334.3
Securities held to maturity:
Corporateand other .......... .. .cccoviviio it 1.3 —_ — 1.3
Mortgage-backed securities . ............. ... ... 0.1 — — 0.1
Total securities held to maturity .................... 1.4 — — 14
Total SECUTILIES .. v vt i e e e ceacarnnnnnnns $1,391.9 $03 $(29.2) $1,363.0

People’s mortgage-backed securities and CMOs had carrying values of $1.0 billion at December 31, 2005
(none at December 31, 2006). These amounts consisted of (i) securities issued or collateralized by United States
government-sponsored enterprises, such as Freddie Mac and Fannie Mae, totaling $0.8 billion, and (ii) privately-
issued securities of $0.2 billion.
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Securities available for sale with a total fair value of $21.9 million and $146.8 million at December 31, 2006
and 2003, respectively, were pledged as collateral for public deposits and for other purposes.

Dividend income on equity securities available for sale totaled $1.6 million, $2.1 million and $1.6 million in
2006, 2005 and 2004, respectively. Tax-exempt interest income totaled $0.1 miltion in 2004 (none in 2005 and
2006).

The following table is a summary of the amortized cost, fair value and fully taxable equivalent (“FTE™)
yield of debt securities based on remaining period to contractual maturity: '

Available for Sale Held to Matuﬁty
As of December 31, 2006 Amortized  Fair FTE Amortized Fair FTE
(dollars in millions) Cost Value Yield Cost Value Yield
U.S. Treasury and agency:
Within byear ... ... . . ... ... . .. $25.9  $259 5.11% $— §-— —%
Total ... ... e 259 259 5.1 —_ - -
Corporate and other:
Within Tyear ....... . ... . it — —_ — 0.5 05 576
After 1 but within Syears .. ....................,.. — - = 0.6 06 6.09
Total ... ..., — — 1.1 1.1 5954
Total: .
Within lyear ... ... . ... ... ... ... .. ... ..., 259 25.9 511 0.5 0.5 5.76
After I but withinSyears . ....................... — - = 0.6 0.6 6.09
Total debt securities ........................ $259 3259 5.11% 1.1 1.1 5.94%

|
|
|
|

The components of net security losses are summarized below. All amounts relate to securities avatlable for
sale, other than net gains (losses) on trading account securities of $0.1 million and $(0.1) million in 2006 and
2005 (none in 2004).

Years ended December 31 (in millions) : 2006 2005 2004
Equity securities:
GaIlS + oo oot t $ 02 $5— %13
LO88ES o vttt e e e — (0.1) (1.6)
Total equity SECUNILIES ... ... ottt e i e 0.2 (0.1 (0.3
Debt securities:
- T - 0l — 0.9
L 8B « o ettt e e e e e e e e e (27.5) — (5.3)
Total debt securities ........ .. .. . .. . e 274y — (4.4)
Net Security OSSES .. ..\ttt et e e 5(27.2) $0.1) $4.7)

During 2006, People’s sold approximately $1.1 billion of debt securities as part of the restructuring of its
balance sheet. Realized losses from these sales of $27.4 million are included in net security losses in the
Consolidated Statements of Income. In the second guarter of 2006, People’s decided to exit a product line and
cease purchasing federal funds from a group of smaller New England community banks. The sale of securities, at
a loss of $4.0 million, was undertaken to pay down the related borrowings. During the third quarter of 2006,
People’s completed the sale of substantially its entire remaining debt securities portfolio at a loss of
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$23.4 million. This sale eliminated the remaining debt securities portfolio to accelerate the restructuring of the
balance sheet given the prevailing interest rate environment. .

Of the five securities owned by People’s at December 31, 2006, one security available for sale had an
unrealized loss at that date. Management reviews those securities with unrealized losses on a regular basis in
accordance with current impairment measurement and recognition guidelines under EITF 99-20 and FSP FAS
115-1 and FAS 124-1. The U.S. Government and Agency security with the unrealized loss has a short duration
and has a AAA credit rating. The cause of the temporary impairment with respect to this security is directly
related to changes in interest rates. People’s generally views changes in fair value caused by changes in interest
rates as temporary. Therefore, this security was not considered to be other than temporarily impaired because
People’s has the intent and ability to hold this security to receive full repayment of the amount invested. The
unrealized loss at December 31, 2006 was therefore considered to be temporary.

The following table summarizes those securities available for sale as of December 31, 2005 with unrealized
losses, segregated by the length of time in a continuous unrealized loss position:

Continuous Unrealized Loss Position

Less Than 12 Months 12 Months Or Longer +  Total
Fair Unrealized Fair Unrealized Fair Unrealized
As of December 31, 2005 (in millions) Value Losses Value Losses Yalue Losses
Mortgage-backed securities and CMOs ... .. $118.3 $(1.1) $ 8862  $(20.8) $1,0045 $(21.9
U.S. Treasury and agency ....... S 24.4 {0.6) 258.9 6.7 283.3 (1.5
Total ............ e $142.7 $(1.7) $1,145.1  $(27.5) $1,2878  $(29.2)

NOTE 5—Loans

The following table summarizes the geographic distribution of People’s loan portfolio:

2006 " 2005
As of December 31 {(in millions) Connecticut Other Total Connecticut Other Total
Residential mortgage ................. $3,576.7 $ 3234 $3900.1 $3406.1 §$ 101.8 $3,507.9
Commercial ........... . . oivn-. . 1,010.6 1,353.0 2,363.6 978.1 1,051.1 20292
Commercial real estate finance ......... 1,216.2 570.5 1,786.7 1,308.9 469.4 1,778.3
(01111 1191 =) S 1,305.0 163 1,3213 1,234.3 232 1,257.5
Totalloans ..................... $7.108.5 $2263.2 $9,371.7 $69274 $1,645.5 $8,5729

People’s loan portfolio is concentrated within the state of Connecticut with 76% and 81% of the total loan
portfolio involving customers within the state at December 31, 2006 and 2003, respectively. However,
substantially all (approximately 98% at December 31, 2006 and 97% at December 31, 2005) of the equipment
financing activities of PCLC, which is included in commercial, involves customers outside of Connecticut. PCLC
loans and leases totaled $869.8 million and $634.7 million at December 31, 2006 and 2005, respectively.

At December 31, 2006, approximately 56% of the residential mortgage loan portfolio was comprised of
interest-only loans. One-to-four family residential mortgage loans totaling $3.7 billion and $3.3 billion at
December 31, 2006 and 2005, respectively. : :

Residential mortgage and commercial real estate finance loans include construction loans totaling
$728.9 million and $709.1 million at December 31, 2006 and 2005, respectively, net of the unadvanced portion
of such loans totaling $544.1 million and $472.4 million, respectively. :
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Net deferred loan costs that are included in total loans and accounted for as interest yield adjustments
totaled $29.1 million and $26.2 million at December 31, 2006 and 2005, respectively.

Certain residential mortgage loans originated by People’s are sold without recourse in the secondary market.
Net gains on sales of residential mortgage loans totaled $2.0 million, $4.0 million and $3.7 million in 2006, 2005
and 2004, respectively. Residential mortgage loans at December 31, 2006 and 2005 included loans held for sale
(servicing released) of $25.0 million and $11.2 million, respectively, which approximate fair value.

The following is a summary of activity in the allowance for loan losses:

Years ended December 31 (in millions) . 2006 2005 2004
Balance at beginning of year. ... ... e e $75.0 $725 $705
Charge-offs: .
L0 1131 1+ L= o U 34) 49 (CAD
Commercial ... .. e s - 52y 09 (06)
PO e 06 G (1.5
Commercial real estate finance . .............. ... ... .. ... .... e —— 0.1y (3.2)
Residential mortgage . ........ ... i e 0.1) (0. (0.2
Total charge-offs . .. . e e 9.3y @1y (152
Recoveries: S
L0011 131 1T=2 1.6 20 2.8
oMM Cial L L i e e e 0.4 0.4 03
PO . o e e e 0.3 0.3 0.5
Commercial real estate finance . ... . ... . it it e 2.5 0.1 0.1
Residential mortgage . ........ ... i e 0.1 0.2 0.2
oAl L COVEIIES o ittt e e e 49 3.0 39
Netloan charge-offs .. ... . . i i i i e it e v i e 44y (6.1 (1.3
Provision for 1oan L0S5es . . . ..t ii ittt e it e it e ee e 34 8.6 13.3
Balance atend of year . .............ii i $740 $750 $725

The principal balances of non-accrual loans are summarized as follows:

As of December 31 {in miltions) 2006 2005 2004
Commercial ... ... . ... $11.9 $13 § 52
PO e e 2.1 6.2 5.1
Residential mortgage .. ... ... .. e 6.7 6.7 7.5
L0 1L 10 1 () 1.7 1.3 09
Commercial real estate finance .. ... ... ... .. . i e 0.2 5.8 8.7
Total non-acCrual lOANS . .. v vttt et e et e e $22.6 $21.3 $274

If interest payments on all loans classified as non-accrual at December 31, 2006, 2005 and 2004 had been
made during the respective years in accordance with the loan agreements, interest income of $1.9 million,
$2.0 million and $2.1 million would have been recognized on such loans in 2006, 2005 and 2004, respectively.
Interest income actually recognized on non-accrual loans totaled $0.7 million, $0.7 million and $0.9 miilion for
2006, 2005 and 2004, respectively.

People’s impaired loans, as defined by SFAS No. 114, consist of certain non-accrual commercial real estate
finance loans and commercial loans. The recorded investment in impaired loans was $12.8 million at
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December 31, 2006 and $8.0 million at December 31, 2005, with allowances for loan impairment measured
under SFAS No. 114 of $1.8 million and $0.6 million, respectively. These allowances are included in the overall
allowance for loan losses. People’s average recorded investment in impaired commercial real estate finance loans
and commercial loans was approximately $10.2 million, $10.2 million and $22.4 million in 2006, 2005 and 2004,
respectively. Interest collections and income recognized on impaired loans was insignificant in 2006, 2005 and
2004. .

The recorded investment in accruing impaired restructured loans requiring an allowance for loan losses as
defined by SFAS No. |14 totaled $0.7 million and $0.8 million at December 31, 2006 and 2005, respectively,
with a related allowance for loan losses of $0.1 million in both 2006 and 2005. This allowance is also included in
the overall allowance for loan losses. People’s average recorded investment in accruing impaired restructured
loans was approximately $0.8 million and $0.9 million in 2006 and 2005, respectively. At December 31, 2006
and 2005, there were no commitments to lend additional funds o these debtors. The recognition of interest
income on these accruing impaired loans is based upon an individual assessment of each loan, however, interest
income is not accrued on a loan that is more than 90 days past due. Interest income recognized related to these
loans under the accrual method was insignificant for 2006 and 2005.

NOTE 6—Premises and Equipment

The components of premises and equipment are summarized below:

As of December 31 (in millions) . 2006 2005
Land « oo e e $ 146 $ 146
BUIIINgS . oottt e e 1673 1624
Leasehold iMpProvements . . ... oo u e e 373 374
Furniture and eqUipment ... ... ..o oot 187.1 1858
8 2 406.3 4002
Less accumulated depreciation and amortization . ........ ... . i 2695 260.1
Total premises and eqUIPIMENL, MEL .. .o v vt ittt $136.8 $140.1

Depreciation and amortization expense included in occupancy and equipment totaled $19.0 million,
$19.7 million and $22.9 million in 2006, 2005 and 2004, respectively.

NOTE 7—O0ther Assets

Selected components of other assets are as follows:

As of December 31 (in millions) 2006 _Z.ﬂﬂ
Pension benefits (Note 16) .. ...ttt $83.6 $57.9
Receivables arising from securities brokerage and insurance businesses . .......... ... .. .., 448 473
Accrued interest receivable:

LOaIS .« vttt et e e e 448 360

S CUTIEIES « v v v vttt ettt et et e et e e e e 04 6.7
Income tax receivable ... ... .. e 280 —
Leased €QUIPIMIENL ... ...\ tet ittt et ettt e et i 27.1 93
Fair value of derivative financial instruments (note 20) . .. ... o oi i s 11.5 59
Deferred stock issuance costs (NOIE 23) ... .ttt e e s 30 —
Netdeferred tax asset{note 11) ... .. . it i i et s _ 16.8
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NOTE 8—Deposits

The following are analyses of People’s total deposits by product type and funding source:

'

2006 . 2005
Weighted Weighted
As of December 31 (dollars in millions) Amount Average Rate  Amiount Average Rate
Analysis by Deposit Product Type:
Non-interest-bearing ... ... ... .. ... i, $2,294.4 — %  $2,353.1 — %
Savings, interest-bearing checking and money market ....... 3,205.2 1.39 3,7674 1.29
Total ... 5,499.6 0.81 6,120.5 0.79
Time deposits maturing:
Within6months ................................. 2,287.3 449 1,357.1 2.97
After 6 months but within 1 year .................... 980.3 4.63 958.1 344
After 1 but within 2years ......................... 220.8 3.65 496.4 3.64
After 2but within 3 years ...... ... ... . ... . .., 454 3.14 89.1 2.86
After3years ... ... e 492 3.88 614 3_£
Total ........ .. ..cccivii... e 3,583.0 4.45 2,962.1 324
Totaldeposits . .......... ... .. ... iiiiiin... $9,082.6 2.25%  $9,082.6 1.59%
Analysis by Deposit Funding Source:
COrE . e e $8,958.4 228% 38,8727 1.60%
NON-COTe . ..o e e 1242 0.34 209.9 1.27
Total deposits ................ e $9,082.6 2.25%  $9,082.6 1.59%

Time deposits issued in amounts of $100,000 or more totaled $888.5 million and $698.1 million at
December 31, 2006 and 2003, respectively, Deposit balances greater than $100,000 are generally not insured by
the FDIC. Nen-interest-bearing deposit overdrafts totaling $10.5 million and $5.9 million at December 31, 2006
and 2005, respectively, have been classified as loans.

Interest expense on deposits is summarized as follows:

Years ended December 31 (in millions) 2006 2005 2004

Savings, interest-bearing checking and money market ............ ... .. ... ... .. $ 496 § 430 3347

T L e e 130.5 745 520
Total iNErest EXPEMSE . . ..o\ vttt ettt ettt et aa et et $180.1 $117.5 $86.7
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NOTE 9—Borrowings

People’s borrowings are as follows:

2006 2005
Weighted Weighted
As of December 31 (dollars in millions) . Amount Average Rate Amount Average Rate
Federal funds purchased maturing within 3 months .. .......... $4.1 5.15%  $269.9 3.94%
Fixed rate FHL.B advances maturing within 3 months .......... — -— 25.0 4.00
Total BOrTOWINGS . .. ...t i $4.1 515%  $2949 3.94%

At December 31, 2006, People’s borrowing limit from FHLB and Federal Reserve Bank of New York
advances, and repurchase agreements, was $3.5 billion, based on the level of qualifying collateral available for
these borrowing sources. In addition, People’s had unsecured borrowing capacity of $1.1 billion at December 31,
2006. FHLB advances are secured by People’s investment in FHLB stock and by a blanket security agreement
that requires People’s to maintain, as collateral, sufficient qualifying assets not otherwise pledged (principally
single-family residential mortgage loans, home equity lines of credit and loans, and commercial real estate
loans). !

In 2004, People’s prepaid $799 million of FHLB advances and $110 million of long-term repurchase
agreements as part of a balance sheet restructuring. Costs relating to these prepayments are included in liability
restructuring costs in the Consolidated Statements of Income.

Information concerning People’s borrowings under securities repurchase agreements is presented below:

As of and for the years ended December 31 (in millions) 2006 2005 2004
Carrying amount of collateral securitiesatyearend ................. ... $— F— $ —
Average repurchase agreements outstanding duringtheyear ....................... — 1.7 36.1
Maximum repurchase agreements outstanding at any monthend . ................... —_ = 205.5

Interest expense on borrowings consists of the following:

Years ended December 31 (in millions) 2006 2005 2004
Federal fundspurchased . .. ... ..ottt $76 $79 § 32
FHLB advances ... . u ittt it e e ce et it i i 24 14 94
Repurchase agreements .............. R — 0.1 1.0
Total IBEIESE EXPEISE « o o v vttt vttt e e e e ettt et $10.0 $9.4 §$13.6

NOTE 10—S8ubordinated Notes

People’s subordinated notes are summarized as follows:

As of December 31 (in millions) . 2006 2005

9.875% subordinated notes due 2010 .................. SR $65.3 § 65.1

7.20% subordinated notes due 2006 . .. ... e e —_ 43.5
Total subordinated NOIES . . . ..ottt it e e et e e e e et e $65.3 $108.6

In December 2006, the 7.20% subordinated notes matured and were repaid. In 2005, People’s repurchased
$13.5 million of its 9.875% subordinated notes. In 2004, People’s repurchased $70.8 millicn of its 9.875%
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subordinated notes and $61.6 million of its 7.20% subordinated notes as part of a balance sheet restructuring.
Costs relating to these repurchases are included in liability restructuring costs in the Consolidated Statements of
Income,

The 9.875% subordinated notes are unsecured general obligations of People’s with interest payable semi-
annually; are subordinated to the claims of depositors and People’s other creditors; and are not redeemable prior
to maturity without prior approval of the OTS. The 9.875% subordinated notes qualify, up to certain limits, as
supplementary (tier 2) capital for risk-based capital purposes.

NOTE 11—Income Taxes

The following is a reconciliation of total income tax expense:

Years ended December 31 (in millions) 2006 2005 2004
[ncome tax expense (benefit):
From continuing operations .. ...............ooiuuneeernmmenn .. $57.8 $64.1 3 (8.6)
From discontinued operations .............. .. . . . i, 1.1 60 1106
Total INCOME 1K EXPENSE . . . .. L\ttt $58.9 §$70.1 $102.0

The compenents of income tax expense (benefit) applicable to pre-tax income (loss) from continuing
operations are summarized in the following table. The income tax effects on the components of other
comprehensive income (loss) are described in Note 15.

Years ended December 31 (in milions) 2006 2005 2004
Current tax expense (benefit):
Federal . ... oo $23.9 $61.3 $(13.0)
e . oo e e e 0.1 0.1 0.1
Total current tax expense (benefit) . ........ . ... . ... . ... ... ....... 240 614 (129
Deferred tax expense (benefit} (1) ....... ... ... ... . . . i i .. 3338 2.7 43
Total income tax expense (benefity . . .............uiiin s $57.8 $64.1 % (8.6)

(1) Includes the effect of increases (decreases) in the valuation allowance for state deferred tax assets of $12.3
million, $6.3 million and ${16.7) million in 2006, 2005 and 2004, respectively.

The following is a reconciliation of expected income tax expense (benefit), computed at the U.S. federal
statutory rate of 33%, to actual income tax expense {benefit) from continuing operations:

Years ended December 31 (dollars in millions) 2006 2005 2004
Expected income tax expense (benefit) ........ ... .. ... . .. oL $62.8 3$66.5 $(5.00
Income from bank-owned life insurance ........ ... ... . ... . . ... .. 32 (1.2) —
Recognition of income tax benefits ....... ... ... ... . . .. ... . ... ... ... ... .. 24) 20 @40
Dividends received deduction and tax-exempt interest ... ......................... 03) 04 (0.4
Non-deductible amortization of other intangible assets and goodwill impairment ....... — 0.8 0.7
OTNeT, MEL . L. e e 0.9 0.4 0.1
Actual income tax expense (benefit) ....... ... ... .. ... e $57.8 %$64.1 $(8.6)
Effective INCOME aX TALE L ... .ttt e s ettt r et aeenn 32.2% 33.7% 60.6%

In 1998, People’s formed a passive investment company, People’s Mortgage Investment Company, in
accordance with Connecticut tax laws, which permit transfers of mortgage loans to such subsidiaries on or after
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January 1, 1999. The related earnings of the subsidiary, and any dividends it pays to the parent, are not subject 1o
Connecticut income tax. As a result of the exclusion of such earnings and dividends from Connecticut taxable
income beginning in 1999, People’s has established a valuation allowance for the full amount of its Connecticut
deferred tax asset attributable to net temporary differences and state net operating loss carryforwards.
Connecticut tax net operating loss carryforwards totaled $995.5 million at December 31, 2006 and expire
between 2020 and 2026.

The tax effects of temporary differences that give rise to People’s deferred tax assets and liabilities are as
follows:

As of December 31 (in millions) 2006 _&
Deferred tax assets:
Allowance for loan losses and non-accrual Interest ... ...t $300 %310
State tax net operating loss carryforwards, net of federal tax effect ................... 485 332
Other deductible temporary differences .. ........ ... . i 21.1 26.7
Total deferred taX as5eI8 . . . . oottt ittt et e e 99.6 909
Less vatuation allowance for state deferred tax assets ............. e e (47.9) (35.6)
Total deferred tax assets, net of the valuation allowance . ............ ... ..., _5_1__7 ﬂ
Deferred tax liabilities:
Pension and other postretirement benefits ......... ... .o oo (21.8) (14.1)
Book over tax income recognized onconsumerloans .. ... oo et 86y (9
Mark-to-market and original issue discounts for tax purposes ........... oo 5.7 (5.8
Tax over book depreciation . ... ... .. ... .. i i 160y (8.0
Other taxable temporary differences . ... ... ool 36 2D
Total deferred tax Habilities ... ... on e e (557 (38.5)
Net deferred tax (liability) asset .. ......... i $ (4.0) $16.8

Based on People’s recent historical and anticipated future pre-tax earnings and the reversal of taxable
temporary differences, management believes it is more likely than not that People’s will realize its total deferred
tax assets, net of the valuation allowance.

NOTE 12 - Regulatory Capital Requirements

People’s converted to a federally-chartered stock savings bank from a Connecticut-chartered stock savings
bank effective August 18, 2006. People’s regulator is the OTS. Previously under its state charter, People’s was
regulated by the State of Connecticut Department of Banking and the FDIC. Simultaneously with People’s
conversion, Holdings converted to a federally-chartered mutual holding company from a Connecticut-chartered
mutual holding company.

OTS regulations require federally-chartered savings banks to meet three minimum capital ratios: a tangible
capital ratio of 1.5% (calculated as tangible capital to adjusted total assets); a leverage (core) capital ratio of
4.0% (calculated as core capital to adjusted total assets); and a total risk-based capital ratio of 8.0% {(calculated as
total risk-based capital to risk-weighted assets).

Under its prompt corrective action regulations, the OTS is required to take certain supervisory actions (and
may take additional discretionary actions) with respect to an undercapitalized bank. These actions could have a
direct material effect on a bank’s financial statements. The regulations establish a framework for the
classification of banks into five categories: well capitalized, adequately capitalized, undercapitalized,
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significantly undercapitalized and critically undercapitalized. Generally, a bank is considered well capitalized if
it has a leverage (core) capital ratio of at least 5.0%, a tier 1 risk-based capital ratio of at least 6.0% (calculated as
tier | capital to risk-weighted assets) and a total risk-based capital ratio of at least 10.0%.

The foregoing capital ratios are based in part on specific quantitative measures of assets, liabilities and
certain off-balance-sheet items as calculated under regulatory accounting guidelines. Capital amounts and
classifications are also subject to qualitative judgments by the OTS about capital components, risk weightings
and other factors. :

Management believes that, as of December 31, 2006 and 2005, People’s met all capital adequacy
requirements to which it is subject. Further, the most recent FDIC notifications categorized People’s as a well-
capitalized institution under the prompt corrective action regulations. No conditions or events have occurred
since that notification that have caused management to believe any change in People’s capital classification
would be warranted.

The following summary compares People's regulatory capital amounts and ratios to OTS requirements as of
December 31, 2006 and FDIC requirements as of December 31, 2005 for classification as a well-capitalized
institution and for minimum capital adequacy. While the capital regulations of these two agencies are
substantially similar, they are not identical. People’s adjusted total assets, as defined, totaled $10.7 billion at
December 31, 2006 and People’s risk-weighted assets, as defined, totaled $8.6 billion and $8.1 billion at
December 31, 2006 and 2005, respectively.

OTS Requirements

Classiftcation as Minimum

As of December 31, 2006 . People’s Well-Capitalized  Capital Adequacy
(dollars in millions) Amtonnt Ratio Amount Ratio  Amount  Ratio
Tangible capital ............ ... ... .. ... ... $1,2784 120% n/a nfa $1598 1.5%
Leverage (core)capital .............. ... ... ... ... 1,2784 120 $532.8 50% 4262 40
Risk-based capital:
Tier I o 1,2784 14.8 517.2 6.0 3448 40
Total ... ... e e 1,389.7 16.1 8619 100 689.5 8_9
FDIC Requirements
Classification as Minimum
As of December 31, 2005 People’s Well-Capitalized  Capital Adequacy
(dollars in millions) Amount Ratio Amount Ratioc Amount Ratio
Leveragecapital ... ... .0t $1,201.1 11.2% $536.2 5.0% $4289 4.0%
Risk-based capital:
Tier I o e 1,201.1 148 485.7 60 3238 40
Total ... e e 1,3283 164 809.5 10.0 647.6 §__9
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The following is a reconciliation of People's total stockholders’ equity to regulatory capital amounts under
OTS regulations as of December 31, 2006 and FDIC regulations as of December 31, 2005:

As of December 31 (in millions) ’ ‘ 2006 2005
Total Stockholders’ equity . ... ..o et e $1,339.5 $1,288.6
Adjustments for regulatory capital purposes: :
Goodwill and certain other intangible assets ........ ... ... o i (105.0) (1064)
Net unrealized losses on derivatives accounted for as cash flow hedges, netof tax . .. 4.0 0.1
Net unrealized (gains) losses on securities available for sale, netof tax ............ ((1R))] 18.8
Net pension and other postretirement benefit plans, netoftax .................... - 40.0 —
Total tangible, leverage and core (tier D capital ................ ..oooii 1,2784  1,201.1
Qualifying allowance for loanlosses .......... . ..o i 722 75.1
Qualifying subordinated MOES . ... v oo e 39.0 520
011 3 0.1 ¢.1
Total risk-based capital . ... ... . i e $1,389.7 §1,3283

NOTE 13—Common Stock and Dividends

Holdings is a mutual-form ﬁnancial‘ holding company organized in connection with the 1988 stock offering
and reorganization of People’s Bank. At December 31, 2006, Holdings owned 82.0 million shares of People’s
common stock, representing 57.7% of the total number of outstanding shares of People’s common stock.

Since its formation in 1988, Holdings has consistently waived the receipt of cash dividends on substantialty
all of the shares of People’s common stock it owns. The Board of Directors of People’s establishes the rate at
which dividends are declared with advance knowledge of the amount of dividends to be waived by Holdings. No
dividends are declared on shares for which Holdings waives the dividend. If dividends had actually been declared
and paid on all outstanding shares of People’s common stock at the same rate as was declared and paid on shares
not subject to the waiver, Holdings would have received additional dividends of approximately $78 million in
2006.

As a federally-chartered stock savings bank since August 18, 2006, People’s ability to make capital
distributions is governed by OTS regulations. The payment of dividends is considered to be a form of capital
distribution under these regulations. Without specific OTS approval, the total of all capital distributions declared
by People’s in a given calendar year can not exceed the sum of its net income (as determined under generally
accepted accounting principles) for the year to date and its retained net income for the preceding two years. The
term “retained net income” as defined by the OTS means People’s net income for each year, less the amount of
capital distributions declared in each such year. People’s retained net income for 2005 and 2006 totaled
$135.2 million.

As a Connecticut-chartered stock savings bank prior to August 18, 2006, People’s could only pay dividends
(except stock dividends) from “net profits,” defined as the remainder of all earnings from current operations.
Without specific regulatory approval, the total of all dividends declared by People’s in a given calendar year
could not exceed the total of People’s net profits for that year plus its retained profits from the preceding two
years.

These limitations did not affect the dividends paid by People’s in 2006, 2005 and 2004. Dividends declared
and paid per common share (other than shares on which Holdings waived receipt of dividends) totaled $0.97,
$0.85 and $0.75 in 2006, 2005 and 2004, respectively. People’s dividend payout ratio (dividends paid as a
percentage of net income) in 2006, 2005 and 2004 was 48.3%, 38.3% and 22.9%, respectively.
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In 2006, People’s shareholders approved an increase in the number of authorized shares of common stock to
450 million from 150 million. At December 31, 2006, People’s had 50 million shares of preferred stock (without
par value) authorized, none of which were issued or outstanding and 450 million shares of commen stock
{without par value) authorized.

Changes in the number of common shares outstanding are summarized as follows:

Years ended December 31 (in millions) 2006 2005 2004
Outstanding at January 1 ... ... .. . e 141.6 140.8 1395
Stock options exercised and resiricted stock activity .. ... .. Lo oL 0.6 0.8 1.3

Outstanding at December 31 .. ... .. .. o e 1422 141.6 1408

NOTE 14—Earnings Per Common Share

The following is an analysis of People’s basic and diluted EPS:

Years ended December 31 {in millions, except per share data) 2000 2005 2004
Income (loss) from continuing operations ........ .. .. ... it ieniraiinann $121.7 %1259 § (5.6)
Income from discontinued OPErations . ........vvirurerir it 23 11.2 2053
NetinComeE . . o i i e e et oo 1240 1371 1997
Average common shares outstanding forbasic EPS ........................... 141.6  141.0 1400
Effect of dilutive stock options and unvested stock awards ............... . . .... 0.6 0.7 0.9
Average common and common-equivalent shares for diluted EPS ............ 1422 141.7 1409
Basic EPS:
Income (loss) from continuing operations . ............cceuiviinrneeianns $08 §$08% $(0.04)
Income from discontinued operations . .......... .. ... . i it 0.02 0.08 1.47
Netincome . ... ... e e 0.88 0.97 1.43
Diluted EPS:
Income (loss) from continuing operations . .................... [RTP. $ 085 %089 $(0.04)
Income from discontinued operations ............ ... ... .. ool 0.02 0.08 1.46
Netincome .. ... i i e e e e s 0.87 0.97 1.42

NOTE 15—Comprehensive Income

Comprehensive income represents the sum of net income and items of “other comprehensive income or
loss™ that are reported directly in stockholders’ equity on an after-tax basis. These items include net unrealized
gains or losses on securities available for sale and derivatives accounted for as cash flow hedges, and minimum
pension liability adjustments. People’s total comprehensive income for 2006, 2005 and 2004 is reported in the
Consolidated Statements of Changes in Stackholders’ Equity.

Upon the adoption of SFAS No. 158 on December 31, 2006, People’s recorded an after-tax adjustment that
reduced total stockholders’ equity by approximately $40 million. SFAS No. 158 requires that such adjustment be
excluded from the presentation of total comprehensive income. People’s originally included this adjusiment in its
rollforward of total comprehensive income for 2006. Subsequently, People’s revised its Consolidated Statements
of Changes in Stockholders’™ Equity and its presentation of total comprehensive income for 2006 to exclude this
adjustment. This revision increased total comprehensive income for 2006 from $99.4 miilion to $139.4 million.
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This revision did not affect net income or total stockholders’ equity and was not material to People’s
Consolidated Financial Statements.

The components of accumulated other comprehensive loss, which is included in People’s stockholders’
equity on an after-tax basis, are as follows:

As of December 31 (in miltions) 2006 2005 2004
Net actuarial loss, prior service costs and transition obligation on pension and other
postretirement benefit plans ... ....... . .o $(44.1) §$ — $ —
Net unrealized loss on derivatives accounted for as cash flow hedges .............. 4.0 (O (OD
Net unrealized gain (loss) on securities available forsale ........................ 0.1 (188 (9.2)
Minimum pension liability adjustments .. ......... ... oo o —_ 4.5 (2.9
Total accumulated other comprehensive loss .............. it $(48.0) $(23.4) $(12.2)

The following is a summary of the changes in the components of People’s other comprehensive income
(loss) for 2006, 2005 and 2004:

Pre-Tax After-Tax
Year ended December 31, 2006 (in millions) Amount Tax Effect Amount
Net unrealized gains and losses on securities available for sale:
Net unrealized holding gains arising during the year ................... $ 19 $@©7 $ 12
Reclassification adjustment for net realized losses included in net income . . 27.3 (9.6) 17.7
Netunrealized gains . ... ... i 29.2 (10.3) 18.9
Net unrealized loss on derivatives accounted for as cash flow hedges:
Net unrealized losses arising duringthe year ................ ... .. .... (6.7) 2.3 @.4)
Reclassification adjustment for net realized losses included in net income . . 0.8 {0.3) 0.5
Netunrealized 10SSES ... oottt i (5.9 2.0 3.9
Minimum pension liability adjustment .. ... ... i 0.6 (0.2) 0.4
Other comprehensive INCOMe . . . ... o iaaiii e, $239 $@85 $154
Pre-Tax After-Tax
Year ended December 31, 2005 (in millions) Amount Tax Effect  Amount
Net unrealized gains and losses on securities available for sale:
Net unrealized holding losses arising during the year . .................. $(149) $ 53 $ (9.6)
Reclassification adjustment for net realized losses included in net income .. — — —
Netunrealized 10SS€S .. ..o oot e e e (14.9) 5.3 {9.6)
Net unrealized loss on derivatives accounted for as cash flow hedges:
Net unrealized losses arising during the year .. ................ott, — — —_
Reclassification adjustment for net realized losses included in net income . . — — —_—
Netunrealized 10SSes ... ..ot i — — —
Minimum pension liability adjustment ............... ... e (2.4) 0.8 (1.6)
Other comprehensive 10SS . ... i $(17.3) % 6.1 $(11.2)
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Pre-Tax After-Tax
Year ended December 31, 2004 (in millions} Amount Tax Effect  Amount
Net unrealized gains and losses on securities available for sale:
Net unrealized holding losses arising during the year .. ................. 59.0 § 3.0 5(6.1)
Reclassification adjustment for net realized losses included in net income .. 4.7 (1.6} 3.1
Netunrealized losses ... . ... ... . . . . 4.4) 1.4 3.0)
Net unrealized loss on derivatives accounted for as cash flow hedges:
Net unrealized holding losses arising during theyear ................... — — —
Reclassification adjustment for net realized losses included in net income . . 40.5 (14.2) 26.3
Netunrealized gains . .. ... ... i i e 40.5 (14.2) 26.3
Minimum pension liability adjustment . ..... ... ... ... . ... ol (0.9) 04 (0.5)
Other comprehensive income . .. ...... ... ... iitiianenaani.. $352  $(124) $22.38

The components of the adjustment to accumulated other comprehensive loss upon the adoption of SFAS No.
158 on December 31, 2000, are as follows:

Pre-Tax After-Tax
Year ended December 31, 2006 (in millions) Amount Tax Effect  Amount
Minimum pension liability adjustment . ......... ... ... .. oL $ 63 %22 3§ 41
Net acturial loss on pension and other postretirement benefitplans ............ (67.4) 23.6 (43.8)
Prior service costs and transition obligations on pension and other postretirement
benefitplans .. ... .. . e 0.4) 0.1 {0.3)
Total adjustment . . .. ... ... e $(61.5) $21.5 $(40.00

NOTE 16—Employee Benefit Plans

Employee Pension and Other Postretirement Benefits Plans

People’s maintains a noncontributory defined benefit pension plan that covers substantially all full-time and
part-time employees who meet certain age and length of service requirements and who were employed by
People’s prior to August 14, 2006. Benefits are based upon the employee’s years of credited service and either
the average compensation for the last five years or the average compensation for the five consecutive years of the
last ten years that produce the highest average. People’s funding policy is to contribute the amounts required by
applicable regulations, although additional amounts may be contributed from time to time, In addition, People’s
maintains unfunded and nonqualified supplemental plans to provide retirement benefits to certain senior officers,

New employees starting on or after August 14, 2006 are not eligible 1o participate in the defined benefit
pension plan. People’s will make contributions on behalf of these employees to a qualified defined contribution
plan in an annual amount equal to 3% of the covered employee’s eligible compensation. Employee participation
in this plan is restricted to employees who are at least 21 years of age and worked at least 1,000 hours in a year.
Both full-time and part-time employees are eligible to participate as long as they meet these requirements.

- As discussed in Note 1, People’s adopted SFAS No. 158 effective December 31, 2006. SFAS No. 158
requires an employer to recognize the over funded or under funded status of its pension and other postretirement
benefit plans in its statement of financial position. The funded status is measured as the difference between the
fair value of plan assets and the benefit obligation, which is the projected benefit obligation for the pension plan
and the accumulated postretirement benefit obligation for the postretirement plan.
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The following table summarizes the impact of adopting SFAS No. 158 on People’s Consolidated Statement
of Condition:

Before the After the

adoption of adoption of
As of December 31, 2006 (in millions) SFAS No. 158 Adjustments SFAS No. 158
T ASSIS v vt v e s e ettt e § 3449 $(56.3) $ 2886
Ol ASSRLS &+ o vt o e e e e et e e e e e 10,7432 (56.3) 10,686.9
Other Habilities . . .. .. o it i e e i e s 211.7 (16.3) 1954
Total Habilities . . ..ottt e e e e 9.363.7 (16.3) 9,3474
Accumulated other comprehensive loss ... ... oo (8.0) (40.0) (48.0)
Total stockholders’ equity ....... ... veiiiiiiian i 1,379.5 (40.0) 1,339.5

People’s also maintains an unfunded plan that provides retirees with optional medical, dental and life
insurance benefits (“other postretirement benefits”). People’s accrues the cost of these benefits over the
employees’ years of service 1o the date of their eligibility for such benefits.

The table on the following page summarizes changes in the benefit obligations and plan assets for (i) the
pension plans {combining the funded plan and the unfunded supplemental plans}), and (i) the other postretirement
benefits plan. The table also provides a reconciliation of the funded status (or the difference between benefit
obligations and plan assets) to the net amount recognized in the Consolidated Statements of Condition. People’s
uses a measurement date of September 30 for plan accounting purposes and, accordingly, changes in benefit
obligations and plan assets are shown for the twelve-month periods ended September 30, 2006 and
September 30, 2005. Plan assets for the funded plan of $282.0 million as of September 30, 2006 exceeded both
the accumulated benefit obligations of $176.2 million and the projected benefit obligations of $198.4 million at
that date.

Employer contributions for the next fiscal year are expected to total $2.2 million for both the unfunded plan
and the other postretirement benefits plan, representing net benefit payments expected to be paid under these
plans. Expected future net benefit payments for the pension plans as of December 31, 2606 are: $6.8 million in
2007: $7.3 million in 2008; $7.9 million in 2009; $8.5 million in 2010; $9.4 million in 2011; and an aggregate of
$66.0 million in 2012 through 2016. Expected future net benefit payments for the other postretirement benefits
plan as of December 31, 2006 are: $1.1 million in 2007; $1.0 million in 2008; $1.1 mitlion in 2009; $1.0 million
in 2010 and 2011; and an aggregate of $4.4 million in 2012 through 2016. In September 2006, People’s
contributed $91.5 million to the pension plan, representing approximately the maximum deductible contribution
per Internal Revenue Service rules.

To develop the expected long-term rate of return on asset assumptions, People’s considered the historical
returns and the future expectations for returns for each asset class, as well as the target asset allocation of the
pension portfolio. This resulted in the selection of the 8.25% long-term rate of return on asset assumption.

The Pension Protection Act of 2006 (“PPA™) was signed into law on August 17, 2006. While the PPA will
have some effect on specific plan provisions in People’s retirement program, its primary effect will be to change
the minimum funding requirements for plan years beginning in 2008. The changes in the timing and amount of
People’s required contributions are not expected to be materially different than current projections. Until
regulations are issued by the Treasury Department, the financial effect on People’s is uncertain.

The supplemental pension plans had total projected benefit obligations of $29.1 million and $25.8 million in
2006 and 2005, respectively. Although these plans hold no assets, People’s has funded a trust to provide for
benefit payments to the extent such benefits are not paid directly by People’s. Trust assets of $11.8 million and
$11.3 million are included in People’s short-term investments as of December 31, 2006 and 2005, respectively.
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The effects of the Medicare Prescription Drug, Improvement and Modernization Act of 2003 {the “Act™)
have been recognized in People’s postretirement benefits plan in 2006 and 2005 in accordance with the guidance
provided in FASB Staff Position 106-2. The prescription drug benefit provided by People’s for certain retirees is
at least actuarially equivalent to the benefit provided under the Act.

Other
Pension Postretircment
Benefits Benefits
(in miilions) 2006 2005 2006 2005
Benefit obligations:
Beginning of period . ... .. 2142 31864 $ 122 §$12.1
SeIVICE COSE . .ttt e 79 7.5 0.2 0.2
Inlerest COSt . . ..o o e e 12.1 1.0 0.6 0.7
Plan amendments . ......... ... .. . i 0.1 —_ — —_—
Actuanial 1oss (Zain) . ... ... i e 0.1} 153 (1.0) —
Actuartal gain due to Medicaresubsidy ................ ... . .... — — 0n —
Benefits pald .. ... . o e e (6.7) 6.0 (07 (0.8
Endofperiod ... ... ... . i 2275 2142 112 12.2
Fair value of plan assets:
Beginning of period .......... . . ... 1798 1585 — —
Actual Teturn OM ASSElS . ..ottt e e e 16.3 16.3 — —
Employer contributions ............ ... .. i it 92.6 11.0 0.7 0.8
Benefits paid ... ... ... e e 6.7y (60 (0.7 (0.8
Endofperiod ........co i 2820 1798 — —
Funded status at September 30 . .. ... . ... ... oo 54,5 (344 (11.2y (12.2)
Fourth-gquarter contributions . . ... ... . e 0.3 0.2 02 0.3
Unrecognized net actuarial loss (1) ......... ... i, n/a 75.5 n/a 1.7
Unrecognized net transitton obligation .............. ... ... .. . nfa — n/a 2.6
Unrecognized prior SBIVICE COSL .. ..ottt i nfa 0.1 nfa 2.1)
Net amount recognized atend of year ....................... $3548 $ 414 $11.0) § (9.7
Components of the net amount recognized:
Prepaid benefitcost ........ ... ... ... i, nfa $ 579 nfa § —
Accrued benefit COSt - . ..o e nfa  (16.3) n/a 9.7
Additional minimum liability . ............ ... ... ... oot nfa a.n nfa —
Intangible asset . .. ... ... .. e n/a 0.2 n/a —
Accumulated other comprehensive loss (pre-tax basis) .............. nfa 6.9 nfa —
NOMCUITENL 8818 . .. ..ttt et ettt et e e e iee it % 836 na $ — na
Current liabihittes . . . ... . . (1.b) n/a (1.0 nfa
Noncurrent liabilities . ........ .. ... .. i e, (27.7) nfa  (10.0) /a
Net amount recognized atendof year ....................... $548 S 414 $(11.0) $ (9.7

nfa—not applicable

(1) Unrecognized net actuarial gains and losses in excess of 10% of the greater of the projected benefit
obligation or the fair value of plan assets are amortized over the average remaining service period of active
plan participants.
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The following tables summarize the accumulated and projected benefit obligations for the funded and
unfunded plans at the respective September 30 measurement dates:

Pension Benefits

{in millions) 2006 2005
Accumulated benefit obligations:
Funded plan .. ... ... .. i $176.2 $167.8
Unfundedplan ... ... ..o 24.8 23.8
Total oo i $201.0 351916
Projected benefit obligations:
Funded plan .. ... oo 51984 $188.4
Unfunded plan ... ... oo e 29.1 25.8
Total ... $227.5 52142

Components of the net periodic benefit cost are as follows:

"Pension Benefits Other Postretirement Benefits
Years ended December 31 (in millions) 2006 2005 2004 2006 2005 2004
Service cost . .........iiiiiiiien, $ 79 $ 75 § 74 302 802 $03
Interest cost ... . cuvvennineininnnn 12,1 11.0 10.2 06 - 0.7 0.8
Expected return on plan assets .......... (14.1)  (13.00 (12.00 — — —
Amortization of unrecognized net
transition'obligation . ............... — — — 0.4 04 0.4
Recognized net actuarial loss . .......... 6.4 5.0 45 — — 0.2
Recognized prior service cost .......... 0.1 0.1 0.2 (0.2) {0.2) 0.2)
Net periodic benefitcost .......... $124 $106 $103 $1.0 S§11 $15

The pre-tax amounts in accumulated other comprehensive loss that have not been recognized as components
of net periodic pension cost are as follows:

Other

As of December 31, 2006 (in millions) Pension Benefits Postretirement Benefits
Accumulated actuarial loss (gain} .............. $66.8 506
Transition obligation (asset) . .................. — 23
Prior service cost (credit) ........ ... ... — (1.9
Total accumulated other comprehensive
0SS et e e $66.8 $1.0

In 2007, approximately $4.5 million and $0.1 miilion in net actuarial losses and prior service cost,
respectively, are expected to be recognized as components of net periodic pension cost for the funded and
unfunded plans, and approximately $0.4 million and $0.2 million in net transition obligation and prior service
credit, respectively, are expected to be recognized as components of net periodic benefit cost for the other
postretirement benefit plan.
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The following assumptions were used in determining benefit obligations and net periodic benefit costs:

Pension Benefits Other Postretirement Benefits
2006 2005 2004 2006 2005 2004
Weighted-average assumptions used to determine benefit
obligations at December 31: ‘
DISCOURLTAIE ...\ eia e 600% 575% 600% 600% S575% 6.00%
Rate of compensation increase ................. 3.50 3.50 4.00 nfa . nfa n/a
Weighted-average assumptions used to determine net
periodic benefit cost for the years ended December 31:
Discountrate ............. .. i, 575% 6.00% 6.00% 575% 6.00% 6.00%
Expected return on plan assets . ................ 825 825 8.25 n/a n/a nfa
Rate of compensation increase ................. 350 4.00 4.00 n/a nfa n/a
- Assumed health care cost trend rates at December 31: (1)
Health care cost trend rate assumed for next year . . . n/a n/a nfa 10.00% 11.00% 12.00%
Rate to which the cost trend rate is assumed to
decline (the ultimate trend rate) .............. n/a nfa n/a 5.00 5.00 5.00

Year that the rate reaches the vltimate trend rate ...  n/a n/a n/a 2013 2013 2013

n/a—not applicable
{1) Changes in the periodic benefit cost and the benefit obligation from a one-percentage-point increase or
decrease in this assumed trend rate would not be significant.

The following table summarizes the percentages of fair value for each major category of plan assets as of
the respective measurement dates:

Plan Assets
At September 30 ) E)E ﬂ
Equity SECUITIES . . ... ot i e 49% T9%
Fixed income securities .. ..., e e e, SN S5I(1) 2
O] . e e EQ% @%

(1) Reflects the temporary investment of the $91.5 million pension contribution in September 2006. |

People’s retirement plan investment policy includes the following asset allocation guidelines:

Asset Class
Policy Target %  Policy Range %
Cashreserves . .. ...ttt 3 1-5
Equity securities ......... .. .. i 64 3076
Fixed income securities . ........................... 33 27-39

Equity securities may include convertible securities, and are required to be diversified among industries and
economic sectors. Limitations are placed on the overall allocation to any individual security at both cost and
market value. A limit of 22% of equity holdings may be invested in international equities. Short sales, margin
purchases and similar speculative transactions are prohibited.

Fixed income securities are oriented toward risk-averse, investment-grade securities rated “A” or higher. A
limit of up to 10% of the fixed income holdings may be invested in issues rated below “Baa"” by Moody’s or
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“BBB” by Standard & Poor’s, if the higher investment risk is compensated for by the prospect of a positive
incremental investment return. With the exception of U.S. Government securities, in which the plan may invest
the entire fixed income allocation, fixed income securities require diversification among individual securities and
sectors. There is no limit on the maximum maturity of securities held. Short sales, margin purchases and similar
speculative transactions are prohibited.

Employee Savings Plans

People’s also sponsors an employee savings plan that qualifies as a 401({k) plan under the Internal Revenue
Code. Under the current plan, employees may contribute up to 20% of their pre-tax compensation up to certain
limits, and People’s makes a matching coatribution equal to 100% of a participant’s contributions up to 4% of
pre-tax compensation. People’s may increase the amount of its matching contribution to 5% of pre-tax
compensation if certain bankwide performance objectives are met. Participants vest immediately in their own
contributions and after one year in People’s contributions. A supplemental savings plan has also been established
for certain senior officers. Expense recognized for the 401(k) and supplemental savings plans totaled
$7.2 million, $6.4 million and $7.4 million in 2006, 2005 and 2004, respectively.

NOTE 17—Stock-Based Compensation Plans

Long-Term Incentive Plan

People’s 1998 Long-Térm Incentive Plan, as amended (the “Incentive Plan™), provides for awards to
officers and employees in the form of (i) incentive stock options that may afford tax benefits to recipients,
(ii) non-statutory stock options that do not afford tax benefits to recipients but may provide tax benefits to
People’s, and (iii) stock appreciation rights, restricted stock and performance units. A total of 9,412,329 shares of
People’s common stock are reserved for issuance under the Incentive Plan. At December 31, 2006, a total of
3,841,524 reserved shares remain available for future awards.

Non-statutory stock options have been granted under the Incentive Plan at exercise prices equal to the fair
value of People’s common stock at the grant dates. Option expiration dates are fixed at the grant date, with a
maximum term of ten years. Options granted generally vest 50% after two years, 75% after three years and 100%
after four years. All options become fully exercisable in the event of a change of control, as defined in the
Incentive Plan. As discussed in Note 1, People’s adopted SFAS No. 123-R effective January 1, 2006.

Stock Optimfs Awarded Prior to January 1, 2006

All stock options are fixed options that were granted at exercise prices equal to the fair value of People’s
common stock at the respective grant dates. Therefore, in accordance with APB Opinion No. 25, compensation
expense was not recognized with respect to these options. If People’s had adopted the alternative fair-value-based
method defined in SFAS No. 123, the grant-date fair value of options would have been recognized as
compensation expense over the vesting period. The estimated per-share fair value of options granted in 2005 and
2004 was approximately $5.00 and $3.70, respectively, using the Black-Scholes option-pricing model with
assumptions as follows: dividend yield of 3.0% in 2005 and 3.4% in 2004, expected volatility rate of 25% in both
years; risk-free interest rate of 3.8% in 2005 and 3.0% in 2004; and expected option life of 5 years. Note 1
discloses the effect on net income and earnings per common share if People’s had applied the fair value
recognition provisions of SFAS No. 123 using these assumptions.

On December 22, 2005, People’s accelerated the vesting of all unvested stock options previously awarded to
employees that were outstanding at that time. Shares of common stock acquired pursuant to the exercise of an
accelerated option may not be sold or otherwise transferred until the earlier of {a) the date the option would have
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vested under the terms on which it was initially awarded, or (b) termination of the option holder's employment
with People’s. The purpose of the acceleration was to ¢liminate compensation expense associated with these
options in future years upon the adoption of SFAS No. 123-R in the first quarter of 2006. As a result of the
acceleration, optians to purchase 0.9 million shares of common stock became immediately exercisable.
Substantially all of these options were in-the-money at the time of acceleration. The accelerated vesting of these
options eliminated potential pre-tax compensation expense through 2008 of approximately $1.7 million,
including approximately $0.8 million in 2006. People’s recorded a one-time charge of $0.7 million in 2005 as a
result of the accelerated vesting, which is included in compensation and benefits in the Consolidated Statements
of Income.

Stock Options Awarded in 2006

People’s granted 262,882 stock options in 2006, All stock options are non-statutory fixed options that were
granted at exercise prices equal to the fair value of People’s common stock at the respective grant dates. The
estimated weighted-average grant-date fair value of these options was $6.48 per option, using the Black-Scholes
option-pricing madel with assumptions as follows: dividend yield of 2.8%; expected volatility rate of 23%; risk-
free interest rate of 4.6%; and expected option life of 5 years, Expected volatilities were based on historical
volatilities from People’s traded common stock. The expected term of stock options represents the period of time
that options granted are expected to be outstanding. People’s used historical data to estimate voluntary
suboptimal (early) exercises by continuing employees, and estimates of post-vest option exercise or forfeiture by
terminated employees. Suboptimal exercise data and employee termination estimates are incorporated into
Monte Carlo simulations of People’s common stock prices to calculate the expected term. The risk-free interest
rate approximated the U.S. Treasury yield curve at the time of the grant.

Compensation expense is recognized on a straight-line basis generally over the option vesting period and
totaled $0.3 million in 2006, Unamortized compensation cost for unvested stock options, which reflects an
estimated forfeiture rate of 6.0% per year for the vesting periods, totaled $1.0 millien at December 31, 2006, and
i5 expected to be recognized over the remaining weighted-average period of 3.1 years.

The following is a summary of stock option activity under People’s Incentive Plan:

Weighted-Average  Agpregate

Shares Weighted Remaining Intrinsic
Subject Average Contractual Term Value
To Option Exercise Price (in years) (in millions)

Options outstanding at December 31,2003 ......... 2,674,587 $11.82

Granted ................ e 385,913 19.86

Forfeited ...... ... 0 i i e (61,031} 11.43

Exercised . ... ... .. i i (1,156,575) 12.19

Options outstanding at December 31,2004 ......... 1,842,894 13.28

Granted . ... ... ... 249045 25.36

Forfeited . ... ... ... . . . .. (17,531) 16.75

Exercised ........ ... ... i (656,551) 11.60

Options outstanding at December 31, 2005 ......... 1,417 857 16.14

Granted .. ... i i e e 262,882 31.41

Forfeited ....... . ... ... . i i (3.240) 31.31

Exercised ....... .. i (252,351) 13.88 o

Options outstanding at December 31,2006 ......... 1,425,148 $19.32 §_7 $36.0
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The weighted-average grant-date fair value of stock options granted during 2006 was $6.48 per option. The
total intrinsic value of stock options exercised during 2006 was $4.8 million.

Additional information concerning options outstanding and options exercisable at December 31, 2006 is
summarized as follows:

Options Outstanding Options Exercisable
Weighted Average

Remaining Weighted
. Life Exercise Average

Exercise Price Range Number (in years) Price Number  Exercise Price
SI0.04=S10L16 .. ..o 307,013 6 $10.88 307,013 $10.88
1145- 1445 ... ......... S 305,888 4 12.26 305,888 12.26
1084 — 25,25 . e 548,645 8 22.17 548,645 22.17
3126 — 4471 . e 263,602 9 3143 3.960 3246

Prior to adopting SFAS No. 123-R, People’s presented income tax-related benefits of deductions resulting
from the exercise of stock options and vesting of restricted stock as an operating activity in the Consolidated
Statements of Cash Flows. SFAS No. 123-R requires the cash flows from income tax-related benefits resulting
from income tax deductions in excess of the compensation expense recognized for those stock options and
restricted stock to be classified as a financing activity. An excess income tax benefit of $2.1 million was
classified as a financing activity in 2006.

Restricted Stock Awards

People’s has also granted restricted stock awards under the Incentive Plan. Employees become fully vested
in these shares generally after a three- or four-year period, with requisite service conditions and no performance-
based conditions to such vesting. Unvested restricted stock awards become fully vested in the event of a change
in control, as defined in the Incentive Plan. During the vesting period, dividends are accrued on the restricted
stock and the recipients are entitled to vote these restricted shares. The fair value of restricted stock awards is
measured at the grant date based on quoted market prices.

The following is a summary of activity during 2006 in restricted stock awards under People’s Incentive

Plan:
Weighted-Average
Grant Date
Shares Fair Value
Unvested restricted shares outstanding at December 31,2005 .................. 330.778 318.74
GUANTEA . oottt e e et e e 263,554 33.55
FOrfeited . ... ittt e e (16,100) 21.50
R v K O DU O (131,254) 14.61
Unvested restricted shares outstanding at December 31,2006 . ................. 446,978 $28.59

Straight-line amortization of unvested restricted stock awards, expected to be recognized over the remaining
weighted-average period of 2.4 years, resulted in compensation expense of $2.5 million in 2006. Unamortized
compensation cost for unvested restricted stock awards, which reflects an estimated forfeiture rate of 4.5% per
year over the vesting period, totaled $7.6 million at December 31, 2006. The total fair value of restricted stock
awards vested during 2006 was $4.1 million,
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Restricted shares awarded during 2005 and 2004 totaled 101,691 shares and 172,379 shares, respectively,
with weighted average fair values at the grant dates of $25.40 and $19.81, respectively. Compensation expense
totaled $2.1 million and $2.0 million in 2005 and 2004, respectively.

Directors’ Equity Compensation Plan

The Third Amended and Restated People’s Bank Directors’ Equity Compensation Plan (“Directors” Equity
Plan”) was adopted in 2006 as the successor plan to the Second Amended and Restated People’s Bank Directors’
Equity Compensation Plan. The Directors’ Equity Plan provides for an annual award of $95,000 worth of shares
of People’s common stock to each non-employee director immediately following each annual meeting of
shareholders. Shares of People’s common stock issued pursuant to the Directors” Equity Plan are not transferable
until the third anniversary of the grant date or, if earlier, upon the director’s cessation of service. A total of
425,000 shares of People’s common stock are reserved for issuance under the Directors’ Equity Plan.

In Aprii 20006, directors were granted a total of 25,173 shares of People’s common stock based on a grant-
date fair value of $33.97 per share. Expense is recognized on a straight-line basis over a one-year period and
$0.9 million, $0.8 million and $0.8 million was recognized in 2006, 2005 and 2004, respectively, for the
Directors’ Equity Plan and the predecessor plan, At December 31, 2006, 202,389 shares remain available for
issuance.

NOTE 18—Financial Instruments

In the normal course of business, People’s is a party to both on-balance-sheet and off-balance-sheet
financial instruments involving, to varying degrees, elements of credit risk and interest rate risk tn addition to the
amounts recognized in the Consolidated Statements of Condition. The contractual amounts of off-balance-sheet
imstruments reflect the extent of People’s involvement in particular classes of financial instruments.

A summary of the contractual or notional amounts of People’s financial instruments follows:

As of December 31 (in millions) 2006 2005

Lending-Related Instruments: (1)
Loan origination commitments and unadvanced lines of credit:

COMSUMET o v ottt e et e e et e e e e e e e e e $1,354.8 $%1,309.0
CommerCial . .. e e 1,056 4 980.4
Commercial real estate finance . .......... ... ... . .. i, 728.3 572.1
Residential MOTTEAZE . .. ... ottt e e e 18.4 71.8
Letters of credit .. ... ... . e 44.5 41.1
Derivative Financial Instruments: (2)
Interest rate flOOTS .. ... i e e 700.0 400.0
Interest Tate SWaDS .. ..ot e 6.9 9.6
Foreign exchange COMIacts . .. .. ... i it i it i ia v ara e 13.t 174
Forward commitments to sell residential mortgage loans ....................... 444 16.3
Interest rate-lock commitments on residential mortgage loans ................... 44.4 16.9

(1) The contractual amounts of these financial instruments represent People’s maximum potential exposure to
credit loss, assuming (1) the instruments are fully funded at a later date, (ii) the borrower does not meet
contractual repayment obligations, and (iii) any collateral or other security proves to be worthless.

(2) The contractual or notional amounts of these financial instruments are substantially greater than People’s
maximum potential exposure 1o credit loss.
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Lending-Related Instruments

The contractual amounts of People’s lending-related financial instruments do not necessarily represent
future cash requirements since certain of these instruments may expire without being funded and others may not
be fully drawn upon. These instruments are subject to People’s credit approval process, including an evaluation
of the customer’s creditworthiness and retated collateral requirements. Commitments generatly have fixed
expiration dates or other termination clauses and may require the payment of a fee by the customer, The
geographic distribution of People’s lending-related financial instruments is similar to the distribution of its loan
portfolio, as described in Note 5.

People’s issues both stand-by and commercial letters of credit. Stand-by letters of credit are conditional
commitments issued by People’s to guarantee the performance of a customer to a third party. The letter of credit
is generally extended for an average term of one year and secured similar to existing extensions of credit. For
each letter of credit issued, if the customer fails to perform under the terms of the agreement, People’s would
have to fulfill the terms of the letter of credit. The fair value of People’s obligations relating to $43.2 million of
stand-by letters of credit at December 31, 2006 was $0.3 million, which is included in other liabilities in the
Consolidated Statements of Condition. The credit risk involved in issuing stand-by letters of credit is essentially
the same as that involved in extending loan facilities to customers.

A commercial letter of credit is normally a short-term instrument issued by a financial institution on behalf
of its customer. The letter of credit authorizes a beneficiary to draw drafts on the financial institution or one of its
correspondent banks, provided the terms and conditions of the letier of credit have been met. In issuing a
commercial letter of credit, the financial institution has substituted its credit standing for that of its customer.
After drafts are paid by the financial institution, the customer is charged or an obligation is created under an
existing reimbursement agreement. An advance under a reimbursement agreement is re.;orded as a loan by the
financial institution and is subject to terms and conditions similar to other commercial obligations.

Derivative Financial Instruments

People’s uses derivative financial instruments for risk management purposes and not for trading or
speculative purposes. People’s controls the credit risk of these instruments through collateral, credit approvals
and monitoring procedures. Under netting arrangements collateral is obtained, when appropriate, through
physical delivery of securities or cash to reduce People’s exposure to credit losses in the event of
non-performance by the counterparties to these transactions. People’s also controls its counterparty risk by
entering into arrangements only with highly-rated counterparties that are specifically approved by People’s up to
a maximum credit exposure, People’s credit exposure on its derivative contracts, representing those contracts
with net positive fair values including the effect of bilateral netting, amounted to $11.4 million and $6.0 miilion
at December 31, 2006 and 2005, respectively.

People’s principal derivative positions outstanding at December 31, 2006 and 2005 were interest rate floors
accounted for as cash flow hedges relating to long-term commercial loans that reprice based on the one-month
LIBOR-index rate. Hedge ineffectiveness recorded in 2006 and 2005 was insignificant. To a much lesser extent,
People’s engages in derivative transactions accounted for as fair value hedges. The ineffective portion of hedge
results retated to fair value hedges recorded in 2006, 2005 and 2004 was insignificant.

The following sections further discuss each class of derivative financial instrument used by People’s,
including management’s principal objectives and risk management strategies.

Interest Rate Floors

Interest rate floors are a type of option contract that exercises when the underlying interest rate falls below a
specified strike rate. People’s purchased interest rate floors for the purpose of partially managing its exposure to
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decreases in the one-month LIBOR-index rate used to reprice certain long-term commercial loans. If the
one-month LIBOR-index rate falls below the specified strike rate, People’s would receive an interest payment on
the interest rate floor equal to the difference between the one-month LIBOR-index rate on the reset date and the
steike rate.

The change in fair value of a derivative that is highly effective, and is designated and qualifies as a cash
flow hedge, is recorded in accumulated other comprehensive income or loss until earnings are affected by the
variability in cash flows of the designated hedged item. The fair value of interest rate floors at December 31,
2006 reftected the unamortized premium and unrealized loss (with a corresponding charge to accumulated other
comprehensive loss, after applicable taxes). The unrealized loss in accumulated other comprehensive loss of
$6.0 million at December 31, 2006 represented the changes in market values resulting from increases in interest
rates since the original dates the interest rate floors were purchased. Interest rate floors outstanding at
December 31, 2006 mature in 2011,

The group of individual transactions being hedged is People’s one-month Libor-index commercial loan
monthly interest cash flows. People’s has identified the hedged forecasted transaction as the first one-month
Libor-index interest payments received on commercial loans. These are individual transactions that share the
same risk exposure, because the interest payments received on the one-month Libor-index commercial loans are
subject to interest rate risk related to changes in the one-month Libor rate. The occurrence of one-month Libor
interest payment cash flows is probable, and the prepayment of a given loan is not expected to have an effect on
the hedging relationship, as the aggregate principal balance of the one-month Libor-index rate commercial loan
portfolio underlying the interest payments is maintained at an amount sufficiently greater than the notional
amount of the interest rate fioors,

Interest Rate Swaps

People’s pay fixed/receive floating swaps, which are accounted for as fair value hedges, are used to hedge
the change in fair value of certain long-term, fixed-rate commercial rea) estate finance loans from rising interest
rates. Under interest rate swaps, People’s agrees with other parties to exchange, at specified intervals, the
difference between fixed rate and floating rate interest amounts calculated by reference to an agreed notional
amount. People’s enters into these transactions to match more closely the repricing of its assets and liabilities,
and to reduce its exposure to increases in interest rates and their effect on interest income and interest expense.
For example, certain fixed rate assets may be funded with floating rate borrowings. People’s enters into interest
rate swaps in which it pays a fixed rate and receives a floating rate, in order 1o effectively “match fund” the asset
and liability.

The change in fair value of a derivative that is highly effective, and is designated and qualifies as a fair
value hedge, is recorded in earnings. The change in fair value on the hedged asset or liability is also recorded in
earnings. People’s liability at December 31, 2006 of $0.2 million represented the unrealized losses at that date on
these fair vaiue hedges. Interest rate swaps ovtstanding at December 31, 2006 mature as follows: $5 million in
2012; and $2 million thereafter.

The net effect of imerest rate floors, interest rate swaps and interest rate corridors was to decrease net
interest income by $0.8 million, $0.4 million and $3.9 million in 2006, 2005 and 2004, respectively, In 2005,
other non-interest income included $0.1 million and other non-interest expense included $0.4 million relating to
the cancellations of certain interest rates swaps.

People’s canceled interest rate swaps and interest rate corridors with notional amounts of $335 million and
$435 million, respectively, in 2004 as part of a balance sheet restructuring. Costs to cancel those derivatives
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related 1o People’s credit card business were reported in discontinued operations, due to the sale of that business
in 2004, while the costs to cancel the remaining derivatives were reported in liability restructuring costs in the
Consolidated Statements of Income. At December 31, 2006 and 20035, there were no interest rate corridors
remaining.

Forward Exchange Contracts

Foreign exchange forward contracts are commitments to buy or sell foreign currency on a future date at a
contractual price. People’s uses these instruments on a limited basis to eliminate its exposure to fluctuations in
currency exchange rates on certain of its commerciai loans that are denominated in foreign currencies. Gains and
losses on foreign exchange contracts substantially offset the translation gains and losses on the related loans.

Forward Commitments to Sell and Interest Rate-Lock Commitments on Residential Mortgage Loans

People’s enters into forward commitments to sell adjustable-rate and fixed-rate residential mortgage loans in
order to reduce the market risk associated with originating loans for sale in the secondary market. In order to
fulfill a forward commitment, People’s delivers originated loans at prices or yields specified by the contract. The
risks associated with such contracts arise from the possible inability of counterparties to meet the contract terms
or People’s inability to originate the necessary loans. Gains and losses realized on the forward contracts are
reported in the Consolidated Statements of Income as a component of the net gains on sales of residential
mortgage loans. In the normal course of business, People’s will commit to an interest rate on a mortgage loan
application at a time after the application is approved by People’s. Fixed-rate residential mortgage loan
commitments on held-for-portfolio loans totaled $0.4 million (interest rates from 5.75% to 6.00%} and
$0.6 million (interest rates from 5.88% to 6.13%) at December 31, 2006 and 2005, respectively. The risks
associated with these interest rate-lock commitments arise if market interest rates change prior to the closing of
these loans. Both forward sales commitments and interest rate-lock commitments made to borrowers on
held-for-sale loans are accounted for as derivatives and are reflected in the Consolidated Statements of Condition
at fair value. See Note 20.

The following is a summary of certain information concerning derivative financial instruments utilized by
People’s for risk management purposes:

As of December 31 (dollars in millions) 2006 2005
Interest Rate Floors:
Notional principal amounts ... ....... ... . oiiiiiiiiiiii i, h) 7000 § 400.0
Weighted average strikerate ... ... 5.00% 4.30%
Weighted average remaining term to maturity (in months) . ........... 49 60
Fair value recognized as an asset . . .........o.ovrvenrannoairannes $ 115 % 5.9

Interest Rate Swaps:
Notional principal amounts:

Pay fixed rate/receive floatingrate .............. ........onns $ 69 % 9.6
Weighted average interestrates: .............c..ooeeiaiiiannn.,

Pay fixed (receive floating) ......... .. ... 5.59%(5.35%) 5.51%{(4.29%)
Weighted average remaining term to maturity (in months) . . .......... 77 85
Fair value recognized as a liability .................. ... oot $ 02 § 04

Foreign Exchange Contracts: .

Notional principal amounts .. .......c.ccoeooiiieneeannne s $ 13.1 % 17.4
Weighted average remaining term to maturity (inmonths) ............ 2 o3
Fair value recognized as a liability ........... ... ... oot 3 03 $ —
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NOTE 19—L egal Proceedings and Lease Commitments

Legal Proceedings

In the normal course of business, People's is subject to various legal proceedings. Management has
discussed the nature of these legal proceedings with legal counsel. In the opinion of management, People’s
financial condition or results of operations will not be affected materially as a result of the outcome of these legal
proceedings.

Lease Commitments

At December 31, 2006, People’s was obligated under various noncancelable operating leases for office
space, which expire on various dates through 2027, Certain leases contain renewal options and provide for
increased rentals based principally on the consumer price index and fair market rental value provisions. The
future minimum rental commitments under operating leases in excess of ane year at December 31, 2006 were:
$24.0 million in 2007; $22.9 million in 2008; $22.2 million in 2009; $19.7 million in 2010; $17.3 million in
2011; and an aggregate of $48.2 million in 2012 through 2027. Rent expense under aperating leases was
$17.8 million, $17.5 million and $16.8 million in 2006, 2005 and 2004, respectively,

NOTE 20—Fair Values of Financial Instruments

The following is a summary of the carrying amounts and estimated fair values of People’s financial
instruments:

2006 2005
. Carrying Estimated Carrying Estimated
As of December 31 (in millions) _ Amount Fair Value Amount Fair Value
Financial assets:
Cashand cashequivatents . .. ........... ... ... ... ..., $ 5687 $ 568.7 § 4235 § 4235
Securities (1) ... e 71.5 77.5 1,363.0 1,363.0
Securities purchased under agreementstoresell .. .................. — — 25.0 24.8
Loans,net ... e 9,297.7 93180 84979 8,547.2
Accrued interestreceivable .. ... . ... 45.2 45.2 427 427
Financial liabilities:
Time deposits ... ... e 3,5830 35627 2.962.1 2,933.9
Other deposits . ... oottt e e e e 5,499.6 5,499.6 6,120.5 6,120.5
Federal funds purchased .......... ... ... ... . ... oL 4.1 4.1 2699 2699
FHLB advances . ... ... it — — 25.0 250
Subordinated notes ..., . i s 65.3 75.0 108.6 122.1
Accrued interest payable ... ... ... L 33 33 36 3.6
Derivative financial instruments: (2)
Recognized as an asset: '
Imerestrate floors ... ... 115 11.5 59 55
Forward commitments to sell residential mortgage loans . ........ 0.1 0.1 — —
Interest rate-lock commitments on residential mortgage loans . . . .. 0.1 0.1 — —
Recognized as a liability:
Interest rite SWaps .. ... ... o it i 0.2 0.2 04 0.4
Foreign exchange contracts .. ..., 0.3 0.3 — —
Forward commitments to sell residential mortgage loans .. ....... 0.1 0.1 — —
Interest rate-lock commitments on residential mortgage loans . . . .. 0.1 0.1 — —

(1} Includes trading account securities of $29.6 million and $27.3 million at December 31, 2006 and 2005, respectively. No
other financial instruments in this table were held for trading purposes.
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(2) See Note 18 for a further discussion of derivative financial instruments. People’s has certain off-balance-sheet financial
instruments, as described in Note 18, with carrying amounts that primarily consist of deferred fee income and other
accruals. The estimated fair values of these other instruments approximated the carrying amounts, which were not
significant.

SFAS No. 107 requires disclosures about the fair values of financial instruments for which it is practicable
to estimate fair value. Fair value is defined in SFAS No. 107 as the amount at which a financial instrument could
be exchanged in a current transaction between willing parties, other than in a forced sale or liquidation. Quoted
market prices are used to estimate fair values when those prices are available. However, active markets do not
exist for many types of financial instruments. Consequently, fair values for these instruments must be estimated
by management using techniques such as discounted cash flow analysis and comparison to similar instruments.
These estimates are highly subjective and require judgments regarding significant matters such as the amount and
timing of future cash flows and the selection of discount rates that appropriately reflect market and credit risks.
Changes in these judgments often have a material impact on the fair value estimates. In addition, since these
estimates are made as of a specific point in time, they are susceptible to material near-term changes. Fair values
disclosed in accordance with SFAS No. 107 do not reflect any premium or discount that could result from the
sale of a large volume of a particular financial instrument, nor do they reflect possible tax ramifications or
estimated transaction costs.

The following is a description of the principal valuation methods used by People’s to estimate the fair
values of its financial assets and liabilities:

Securities

The fair values of securities were based primarily upon market prices or dealer quotes. Certain fair values
were estimated using independent pricing models or were based on comparisons to market prices of similar
securities.

Loans

For valuation purposes, the loan portfolio was segregated into its significant categories, which are
residential mortgage, commercial real estate finance, commercial and consumer. These categories were further
segregated, where appropriate, into components based on significant financial characteristics such as type of
interest rate (fixed or adjustable) and payment status (performing or non-performing). Fair values were estimated
for each component using a valuation method selected by management.

The fair values of performing residential mortgage, commercial real estate finance, commercial and
consumer loans were estimated by discounting the anticipated cash flows from the respective portfolios.
Estimates of the timing and amount of these cash flows considered factors such as future loan prepayments and
credit losses. The discount rates reflected current market rates for loans with similar terms to borrowers of
similar credit quality. The fair values of non-performing loans were based on recent collateral appraisals or
management’s analysis of estimated cash flows discounted at rates commensurate with the credit risk involved.

The fair value of home equity lines of credit was based on the outstanding loan balances, as required by
SFAS No. 107, and, therefore, does not reflect the value associated with earnings from future loans to existing
customers. Management believes that the fair value of these customer relationships has a substantial intangible
value separate from the loan balances currently outstanding.
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Deposit Liabilities

The fair values of time deposits represent contractual cash flows discounted using interest rates currently
offered on time deposits with similar characteristics and remaining maturities. In accordance with SFAS No. 107,
the fair values of other deposit liabilities (those with no stated maturity, such as checking and savings accounts)
are equal to the carrying amounts payable on demund. As required by SFAS No. 107, deposit fair values do not
include the intangible value of core deposit relationships that comprise a significant portion of People’s deposit
base. Management believes that People’s core deposit relationships provide a relatively stable, low-cost funding
source that has a substantial intangible value separate from the deposit balances.

Borrewings and Subordinated Notes

The fair values of FHLB advances represent contractual repayments discounted using interest rates currently
available on advances with similar characteristics and remaining maturities, The fair values of subordinated notes
were based on dealer quotes.

Other Financial Assets and Liabilities

The fair value of securities purchased under agreements to resell was estimated using an independent
pricing model. Cash and cash equivalents, accrued interest receivable and payable, and federal funds purchased
have fair values that approximate the respective carrying amounts because the instruments are payable on
demand or have short-term maturities, and present relatively low credit risk and interest rate risk.

Derivative Financial Instruments

The carrying amounts for interest rate floors and interest rate swaps represent fair values. The fair values of
interest rate floors and interest rate swaps were estimated using a valuation model based on market interest rates
and other pricing terms prevailing for similar agreements at the valuation date. These fair values approximate the
amounts that People’s would receive or pay to terminate the interest rate floors and interest rate swaps at the
valuation date. The carrying amount for foreign exchange contracts represents fair value. The fair value of
foreign exchange contracts was estimaied using a valuation model based on market interest rates and other
pricing terms prevailing for similar agreements at the valuation date. The fair values of forward commitments to
sell and interest rate-lock commitments on adjustable-rate and fixed-rate residential mortgage loans were
estimated based on current secondary market prices for commitments with similar terms.

Off-Balance-Sheet Financial Instruments

The estimated fair values of People’s off-balance-sheet financial instruments approximate the respective
carrying amounts. These include commitments to extend credit and unadvanced lines of credit for which fair
values were estimated based on an analysis of the interest rates and fees currently charged to enter into similar
transactions, considering the remaining terms of the commitments and the creditworthiness of the potential
borrowers.

NOTE 2]1—Business Segment information

SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Information,” requires public
companies to report (i) certain financial and descriptive information about “reportable operating segments,” as
defined, and (i1) certain enterprise-wide financial information about products and services, geographic areas and
major customers. Operating segment information is reported using a “management approach™ that is based on the
way management organizes the segments for purposes of making operating decisions and assessing performance.
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People’s reportable business segments are as follows:

Commercial Banking consists principally of commercial lending, commercial real estate finance lending and
commercial deposit gathering activities. This segment also includes the equipment financing operations of
PCLC, as well as cash management, correspondent banking and municipal banking.

Consumer Financial Services includes, as its principal business lines, consumer deposit gathering activities,
and residential mortgage, home equity and other consumer lending (excluding the national consumer loan
portfolio, which is reported in “Other”). In addition to trust services, this segment also includes brokerage,
financial advisory services, investment management services and life insurance provided by PSI, and other
insurance services provided through RC Knox. ’

Treasury encompasses the securities portfolio, short-term investments, wholesale funding activities, such as
borrowings, and the Funding Center, which includes the impact of derivative financial instruments used for risk
management purposes.

People’s business segment disclosure is based on information generated by an internal profitability reporting
system, which generates information by business segment based on a scries of management estimates and
allocations regarding funds transfer pricing (“FTP"}, the provision for loan losses, non-interest expense and
income taxes. These estimates and allocations, some of which can be subjective in nature, are continually being
reviewed and refined. Any changes in estimates and allocations that may affect the reported results of any
business segment will not affect the consolidated financial position or results of operation of People’s as a whole.
Certain reclassifications have been made to prior year amounts to conform to the current year’s presentation (see
below).

FTP is used in the calculation of the respective business segment’s net interest income, and measures the
value of funds used in and provided by a business segment. Under this process, a money desk buys funds from
liability-generating business lines (such as consumer deposits) and sells funds to asset-generating business lines
(such as commercial lending). The price at which funds are bought and sold on any given day is set by People’s
Treasury group and is based on the wholesale cost to People’s of assets and liabilities with similar maturities.
Liability-generating businesses sell newly originated liabilities to the money desk and recognize a funding credit,
while asset-generating businesses buy funding for newly originated assets from the money desk and recognize a
funding charge. Once funding for an asset is purchased from or a liability is sold to the money desk, the price that
is set by the Treasury group will remain with that asset or liability until it matures or reprices, which effectively
transfers responsibility for managing interest rate risk to the Treasury group. This process results in a difference
between total net interest income for the reportable business segments and the amounts reported in the
Consolidated Statements of Income, which is reflected in the Funding Center as part of Treasury.

In 2006, People’s revised its FTP methodology assumptions relating to those deposit products with
indeterminate maturities, based on a comprehensive historical analysis of the implied maturities and repricing
characteristics of those deposits. As a result, the duration for most of those deposits was lengthened. which in
turn increased their value and corresponding FTP credit. In addition, the Funding Center’s results, which include
the impact of interest rate risk and were previously included in “Other,” were realigned to Treasury, since
Treasury is responsible for managing People's interest rate risk. Segment information for all years presented
reflects the changes resulting from the revised FTP methodology assumptions and the realignment of the Funding
Center to Treasury.

The provision for loan losses for the Commercial Banking and Consumer Financial Services segments is
generally based on a five-year rolling average net charge-off rate for the respective segment. People’s allocates a
majority of non-interest expenses to each business segment using a full-absorption costing process. Direct and
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indirect costs are analyzed and pooled by process and assigned to the appropriate business segment and cotrporate
overhead costs are allocated to each business segment. Income tax expense is allocated to each business segment
using a constant rate, based on an estimate of the consolidated effective income tax rate for the year.

The category “Other” includes the residual financial impact from the allocation of revenues and expenses
and certain revenues and expenses not attributable to a particular segment. This category also includes: revenues
and expenses relating to the national consumer loan portfolio; liability restructuring costs in 2004; other
nonrecurring income and expense; income from discontinued operations, including the gain on sale of the credit
card business; and income tax benefits. Total assets at year end for each reportable business segment represent
earning assets. Included in “Other” are assets such as cash, naticnal consumer loans, premises and equipment and
other assets.

The following tables provide selected financial information for People’s business segments:

Consumer Total
Year ended December 31, 2006 Commercial  Financial Reportable Total
(in millions) Banking Services  Treasury  Segments Other  Consolidated
Net interest income . ...........c.vnunn. $ 1305 § 2564 $(262) § 3607 §$21.7 $ 3824
Provision for loan losses ............... 10.5 3.0 —_ 13.5 (10.1) 34
Non-interest income .................. 22.8 140.5 (18.2) 145.1 23 147.4
Non-interest expense . ................. 78.3 261.3 0.5 340.1 6.8 346.9
Income (loss) from continuing ‘
operations before income tax
expense (benefit) ............... 64.5 132.6 (44.9) 152.2 273 179.5
Income tax expense (benefit) ........... 22.6 46.8 (18.9) 50.5 7.3 57.8
Income (loss) from continuing
Operations ........................ 41.9 858 (26.0}) 101.7 20.0 121.7
Income from discontinued operations, net
oftax ....... ... ... —_ — — — 2.3 2.3
Net income (loss) ............... . % 419 35 858 $(26.0) $ 1017 $ 223 §$§ 1240
Total assets at yearend ................ '$4,155.0 $5,366.4 $469.0 $9,990.4 $696.5 $10.,686.9
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Caonsumer Total
Year ended December 31, 2005 Commercial  Financial Reportable Total
(in millions) Banking Services Treasury Segments Other Consolidated
Net interest income . ................ $ 1297 $ 2664 % @3.0) % 3531 $§ 166 3 3697
Provision forloan losses ............. 94 35 — 12.9 4.3) 8.6
Non-interest income . ................ 237 143.5 4.1 171.3 2.0 1733
Non-interest expense . ............... 73.7 259.4 1.4 334.5 9.9 344.4
Income (loss) from continuing
operations before income tax
expense (benefit) ............. 70.3 147.0 (40.3) 177.0 13.0 190.0
Income tax expense (benefit) . ......... 24.6 52.8 (15.3) 62.1 2.0 64.1
Income (loss) from continving ’ ’
OPETALIONS . . v vvve e et 45.7 94.2 (25.0) 114.9 11.0 125.9
Income from discontinued operations, net
of taxX ... e — — — — 5.0 5.0
Gain on sale of discontinued operations,
netoftax ......... ... .. i, — — — — 6.2 6.2
Income from discontinued operations . .. — — — — 11.2 11.2
Netincome (loss) . .............. $ 457 % 942 $ (2500 % 1149 $ 222 § 1371
Total assets at yearend .............. $3,812.2  $4,900.7 $1,553.2 $10,266.1 $666.4 $10,9325
Consumer Total
Year ended December 31, 2004 Commercial Financial Reportable Total
(in millions) Banking Services Treasury Segments Other  Consoclidated
l Netinterest income ................. $ 1258 $ 2680 $ (884) $ 3054 § 21.7 § 3271
Provision for loan losses . ............ 8.8 33 —_ 12.1 1.2 13.3
Non-interestincome . ................ 19.8 129.5 4.4) 144.9 6.8 151.7
l Non-interest expense ................ 674 252.1 0.2 319.7 160.0 479.7
Income (loss) from continuing
’ operations before income tax
expense {(benefit) ... .......... 69.4 142.1 (93.0) 1185 (132.7) (14.2)
Income tax expense (benefit) .......... © 243 52.1 (32.5) 439 (52.5) (3.6)
‘ Income (loss) from continuing
5 Operations . ......... i, 45.1 90.0 . (60.5) 74.6 (80.2) (5.6)
l Income from discontinued operations, net
of taX ..o e — — — — 6.8 6.8
Gain on sale of discontinued operations,
netoftax ........ ... .. . ... — — — —_ 198.5 198.5
Income from discontinued operations . .. — — — — 2053 205.3
Net income (loss) ............... $ 451 $ 900 §$§ (6053 %8 746 $12510 § 1997
Total assets at yearend .............. $3.531.8 $44879 $2,086.8 $10,106.5 $e6l114 $10,7179
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NOTE 22—Discontinued Operations

On March 5, 2004, People’s completed the sale of its credit card business, which included $2.0 billion of
credit card receivables, as well as the transfer of its related credit card operations and 420 employees, to The
Royal Bank of Scotland Group (“RBS™). Gross proceeds from the sale, after the completion of normal post-
closing adjustments, totaled $2.4 billion. The net pre-tax gain on sale of $305.4 million, after deducting
transaction-related costs and other adjustments, is included in income from discontinued operations in the
Consolidated Statements of Income.

As a result of the sale of the credit card business, the assets and results of operations of this business for all
years prior to the sale were reclassified to discontinued operations in the Consolidated Financial Statements.
Interest expense was allocated to discontinued operations by applying the weighted-average cost of funds
previously used for credit card business segment reporting purposes to the discontinued operation’s average
earning assets for 2004, with a corresponding reduction in total interest expense in the Consolidated Statements
of Income.

The Consclidated Statements of Condition included an accrued liability of $24.3 million at December 31,
2004 for contract termination and other exit costs related to the credit card sale. In 2005, People’s resolved the
remaining issues regarding its financial obligations under a contract for the servicing of its credit card portfolio.
Therefore, the accrued liability was reversed and a $9.7 million pre-tax gain was recorded. which is included in
income from discontinued operations on an after-tax basis for the year ended December 31, 2005 in the
Consolidated Statements of Income. Income from discontinued operations for the year ended December 31, 2006
includes an after-tax charge of $0.5 million from the resolution of a contingency related to the credit card sale.

People’s continues to generate recoveries from collection efforts on previously charged-off credit card
accounts that were not included in the sale of the credit card business. These recoveries are included in income
from discontinued operations in the Consolidated Statements of Income. Recoveries, net of collection costs,
totaled $4.1 million, $7.7 million and $11.2 mitlion in 2006, 2005 and 2004, respectively.

NOTE 23—#Plan of Conversion and Reorganization

On September 20, 2006, Peopie’s and Holdings announced their plan to convert from a mutual holding
company structure o a fully-public stock holding company structure. The Boards of Holdings and People’s have
adopted a Plan of Conversion and Reorganization (the *Plan”). Pursuant to the Plan, Holdings will merge with
and into People’s, with People’s as the surviving entity, and People’s will become a wholly-owned subsidiary of
People’s United Financial, Inc. (“People’s United Financial™), a Delaware corporation.

In connection with the conversion, shares of People’s common stock currently owned by Holdings will be
canceled and new shares of People’s United Financial common stock, representing the 57.7% ownership interest
of Holdings, will be offered for sale by People’s United Financial. Concurrent with the completion of the
offering, People’s existing public stockholders will receive shares of People’s United Financial common stock
for each share of People’s common stock they own at that date, based on an exchange ratio to ensure that they
will own approximately the same percentage of People’s United Financial common stock as they owned of
People’s common stock immediately prior to the conversion.

The transactions contemplated by the Plan are subject to approval by People’s stockholders, its depositors

and the OTS. Special meetings of People’s stockholders and depositors will be held on April 3, 2007 to approve
the Ptan. On February 14, 2007, the OTS gave its conditional approval to the Plan.
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People’s United Financial intends to contribute 2 million shares of People’s United Financial common stock
and $20.0 million in cash from the offering proceeds to The People’s Community Foundation (the “Foundation™),
a charitable foundation to be established in connection with the conversion and offering. The shares of common
stock contributed to the Foundation will be in addition to the shares being offered for sale. This contribution of
common stock and cash will be an additional operating expense and will reduce People’s United Financial's net
income in the year that the Foundation is established, which is expected to be the year ending December 31,

2007.

People’s has incurred $3.0 million of conversion costs through December 31, 2006. If the conversion is
completed, conversion costs will be netted against the offering proceeds. If the conversion is terminated, such

costs will be expensed.

NOTE 24—Selected Quarterly Financial Data (Unaudited)

The following table presents People’s quarterly financial data for 2006 and 2005:

2006 2005
(in millions, except per share data) First Second Third Fourth First Second Third Fourth
Interest and dividend income ........... $ 1378 $ 1443 $ 1494 $ 1506 $ 1199 $ 1256 § 1286 $ 1338
Interest eXpense .. .......eennn... 43.8 48.2 53.2 54.5 28.7 329 36.1 40.5
Net interest income . ............. 94.0 96.1 96.2 96.1 91.2 927 925 933
Provision forloan losses .............. 2.3) 0.2 4.1 1.4 1.3 09 1.1 53
Net interest income after provision
forloanlosses ................ 96.3 959 92.1 947 89.9 918 914 88.0
Non-interest income . .........oovvvn-- 424 392 20.5 453 377 39.0 44.5 52.1
Non-interest eXpense .. .....ovvvvnnn.. 87.6 86.6 87.1 85.6 81.7 86.0 86.2 90.5
Income from continuing operations '
before income tax expense ...... 5Lt 48.5 255 54.4 45.9 44.8 49.7 49.6
Income 1aX eXPEnse . ..........uauaann 17.2 16.3 8.6 15.7 16.1 15.4 17.3 15.3
Income from continuing
operations . ................... 339 322 16.9 387 29.8 294 324 343
Discontinued operations:
Income from discontinued
operations, netoftax ........... 09 0.7 0.1 0.6 1.6 1.4 1.1 09
Gain on sale of discontinued
operations, netoftax ........... — — — — — 6.2 — —
Income from discontinued
Operalions . ...... ... 09 0.7 0.1 0.6 1.6 7.6 1.1 09
Netincome ........oovvvvnneen.. $ 348 % 329 $ 170 % 393 $ 314 $ 370 $ 335 § 352
Basic eamings per common share .. ..... $ 024 § 023 S 042 S 029 § 022 026 5 024 § 0325
Diluted earnings per common share ..... 0.24 0.23 0.12 0.28 0.22 0.26 0.24 0.25
Average common shares:
Basic............. ... .. 14143 141.6} 141.67 14170 14065 14105 141.20 141.28
Diluted ... ... 142.04 142,18 14234 14248 14142 14172 141.88 14196
Common stock price:
High ....... ..., $ 3383 $3450 S 4115 %4540 $ 2800 S 3048 $ 3375 § 3357
Low ... 30.00 30.87 31.89 39.24 23.99 26.27 28.17 28.85
Cash dividends paid (1) ............... 13.6 15.4 15.5 15.5 11.9 13.5 13.5 13.5
Cash dividends per common
share (1) ... oot 0.22 0.25 .25 0.25 0.19 0.22 0.22 0.22
Total dividend payout ratio (1) ......... 39.0% 469%  91.0% 393%  37.7% 36.5%  403%  38.6%

(1} Reflects the waiver of cash dividends on the substantial majority of the common shares owned by People’s Mutual

Holdings. See Note 13.
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Introduction

On April 16, 2007, People’s United Financial, Inc., People’s United Bank and People’s Murtual Holdings
completed their second-step conversion from a mutual holding company structure to a fully-public stock holding
company structure. People’s Mutual Holdings merged with and into People’s United Bank, with People’s United
Bank as the surviving entity, and People's United Bank became a wholly-owned subsidiary of People’s United
Financial. As part of the second-step conversion, People’s United Financial exchanged 2.1 shares of its common
stock for each share of People’s United Bank common stock outstanding, except for those shares owned by
People’s Mutual Holdings which were canceled.

People’s United Financial filed its Annual Report on Form 10-K for the year ended December 31, 2006
prior 1o the effective date of the second-step conversion. People’s United Financial did not inctude certain
information that ordinarily would have been included in the Report, as permitted by the instructions for preparing
the Report. Certain information is being provided in this Information Supplement to comply with the rules
governing the solicitation of proxies from shareholders.

Information about the Commeon Stock

There was no established public trading market for People’s United Financial common stock at
December 31, 2006 or at any time prior to the effective date of the second-step conversion.

Since April 16, 2007, People’s United Financial common stock has been listed on the NASDAQ Global
Select Market under the trading symbol “PBCT.” Prior to completion of the second-step conversion. the common
stock of People’s United Bank (formerly known as People’s Bank) was listed on the NASDAQ Global Select
Market under the symbol “PBCT.”

As of August 31, 2007, there were 300,882,967 shares of People’s United Financial common stock
outstanding, and approximately 21,600 shareholders of record.

The following table sets forth, for the period indicated, the high and low sale prices per share of People’s
United Financial common stock as reported by the NASDAQ Global Select Market and dividends declared per
share of People’s United Financial common stock. Common stock sales prices and dividend per share figures for
periods prior to the second quarter of 2007 reflect the historical sales prices and dividend information for
People’s United Bank as adjusted to reflect the 2.1-for-1 share exchange ratio in the second-step conversion.
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Stock Trading and Dividend Information

Quarter Ended:

June 30, 2007 ..o e e
March 31, 2007 . ...

Year Ended December 31, 2006
Quarter Ended:

December 31,2006 ... ... . i e
September 30,2006 . .. .. ... ... . L
June 30, 2006 . ... e e
March 31, 2006 ..o

Y :ai Ended December 31, 2005
Cuarter Ended:

December 31, 2005 ... .. e
September 30,2005 . .. ... e
June 30,2005 .......... e e e e e e e
March 31, 2005 .. e

Year Ended December 31, 2004
Quarter Ended:

December 31,2004 ... ... i e
September 30, 2004 . . ... e
June 30, 2004 .. .. e
March 31, 2004 . .. e
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Dividend Paid

High Low per Share
$21.38 $i7.56 $0.13
2281 1978 0.12
$21.62 $18.69 30.12
19.60  15.19 0.12
1643 14.70 0.12
16.11 14.29 0.10
$15.99 $13.74 $0.10
16.07 1341 0.10
14.51 12.51 0.10
1333 1142 0.09
$14.12 $il.10 $0.09
11.75 9.52 0.09
10.71 8.76 0.09
9.96 6.88 0.08




Five-Year Performmance Comparison

There was no established public trading market for People’s United Financial common stock at
December 31, 2006 or at any time prior to April 16, 2007, the effective date of the second-step conversion.

The following graph compares total shareholder return on People’s United Bank common stock over the last
five fiscal years with (a) the Russell Midcap Index, and (b) the SNL Thrift Index-—Assets Greater than $5 Billion
(the “Large Thrift Index”). Index values are as of December 31 of the indicated year.

Total Return Performance
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The graph assumes $100 invested on December 31, 2001 in each of People’s United Bank common stock,
the Russell Midcap Index, and the Large Thrift Index. The graph also assumes reinvestment of all dividends.

The Russell Midcap Index is a market-capitalization weighted index comprised of 800 publicly-traded
companies which are among the 1,000 largest U.S. companies (by market capitalization) but not among the 200
largest such companies. People’s United Bank was included as a component of the Russell Midcap Index, and
People’s United Financial is included as a component of the Russell Midcap Index.

The Large Thrift Index is an index prepared by SNL Securities comprised of 24 thrift institutions (including
People’s United Bank for the periods presented) located throughout the United States and having assets in excess
of 33 billion.
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Information about Directors

The directors of People’s United Financial, the principal occupation of each director, and the name and
principal business of each director’s employer (if applicable) are set forth in the following table.

Collin P. Baron
George P. Carter
Jerry Franklin
Eunice S. Groark

Janet M. Hansen

Richard M. Hoyt

John A, Klein

Jeremiah J. Lowney, Jr.
Jack E. McGregor

James A. Thomas

Attorney, Pullman & Comley LLC (law firm)

President, Connecticut Foods. Inc.

President and Chief Executive Officer, Connecticut Public Broadcasting, Inc.
Attorney (self-employed)

Executive Vice President, Aquarion Water Company (diversified water
management company) (retired)

President and Chief Executive Officer, Chapin & Bangs Co. (steel service
center); Chairman and Chief Executive Officer, Lindquist Steels, Inc.
(distributor of tool steel)

Chairman, President and Chief Executive Officer, People’s United Financial,
Inc. and People’s United Bank

Orthodontist {self-employed)
Of counsel, Cohen & Wolf PC (law firm)

Associate Dean, Yale Law School (retired)

Information about Executive Officers

The executive officers of People’s United Financial, and the office occupied by each such person is set forth

in the table below. Each named officer holds the same position with People’s United Bank as he or she holds

with People’s United Financial.

Jacinta A. Coleman
Robert R. DY’ Amore
Brian F. Dreyer
Bryan J. Huebner
John A. Klein
William T. Kosturko
Henry R. Mandel
Philip R. Sherringham
Mark K. Vitelli

Executive Vice President and Chief Information Officer
Executive Vice President, Marketing and Regional Banking
Executive Vice President, Commercial Banking

Executive Vice President, Consumer Financial Services
Chairman, President and Chief Executive Officer
Executive Vice President and General Counsel

Executive Vice President, Organization Effectiveness
Executive Vice President and Chief Financial Officer

Executive Vice President, Direct Banking and Operations
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Additional Selected Statistical Data

The following table sets forth the contractual maturity (based on final payment date) and interest rate
sensitivity (based on next repricing date) of construction loans and commercial loans in People’s United Bank’s
portfolio:

After One
One Year or  Year through  After Five
As of December 31, 2006 (in millions) Less Five Years Years Total
Contractual maturity:
Construction loans:
Residential mortgage . ............ ..., 5 1877 5 — $ — % 1877
Commercial real estate finance .................. 187.7 282.8 70.6 541.1
Commercial loans . .................. e e 405.8 1,196.5 761.3 2,363.6
Total .. et $ 7812 $1,479.3 $831.9 $3,092.6
Interest rate sensitivity:
Predetermined Tales . ... ...ttt $ 2726 $ 689.1 $203.8 $1,165.5
Varable Tales . . ..o 1,815.1 96.0 16.0 1,927.1
Total ... e $2,087.7 $ 785.1 $219.8  $3,002.6

The following table sets forth information concerning borrowings by People’s United Bank:

As of and for the years ended December 31, 2006

(dollars in millions) 2006 2008 2004
Federal funds purchased:
Balance at Year @Nd ... .. ..ottt $ 41 $2699 82408
Average outstanding during the year . ......... ... .. ... oo 1582 2505 2496
Maximum outstanding at anymonthend . ........ ... . o oo 2779 3022 2958
Average interest rate during the year . ........... ... i 4.78% 3.19% 1.25%
Weighted average interestrate at yearend ........... ... ... oo 5.15 3.94 2.14
Repurchase agreements:
Balance atyearend . ....... ... ... e $ — 5§ — 5 —
Average outstanding during the year . ............ ... el — 1.7 36.1
Maximum outstanding atany monthend . ... ... ... i — — 205.5
Average interestrate during the year ... ... ... oL — % 241% 291%

Weighted average interestrate at yearend . ....... ... ... oo — _ —
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